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vtigate the long-term aspects of 
de mrad for rater aly Ove? thre 
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® THE LAST HUNDRED YEARS, the 
nited States’ total output of all 
ods and services (the gross 


itional product, or G.N.P.) has in- 
ased at the average rate of 3 per 
nt a year, compounded. Such a 
means an approximate doubling 
ery 25 years (which would mean 
19-fold increase in a full century). 
\s of 1950, the G.N.P. was approxi- 


itely $283,000.000,000. This 
uld mean a G.N.P. in the 


ddle of the 1970’s of about 


566.000.000.000 measured in dol- 
of 1950 purchasing power. 

The Commission has also. as- 

imed, after consultation with the 


ensus Bureau. that population will 


om“ Resources for Freedom”, Report by President's Materials Policy 


Vol. I, 


Washington, 





1Q75 


nereas ¥ 193 OU0O.000 by 1974 


and 
&2 000.000 


. | 
\ uh 
the working 
ompared to 


IS} .OOO.LO00) a 


force Te) 
the 19SO) figures of 
1d 62. QO0.000 lt has 


work 


wso assumed a shortening 


Week. but that man-hour produ 

V Will ce ue to rise somewhat 
more tha n recent vears But 
even thes nservative assumption 
bring the United Sta un against 


materials. for 

sources, Whatever else they 
\ long, are not expanding at 
ompound rates 


hs 


Rising Costs Chief Threat 


not the 
materials problem. We 


\bsolute shortages are 
threat tn th 


need not expect we will some day 


wake up to discever we have run 
vit of materials and that economic 
activity has come to an end. The 


threat of the materials problem lies 
n insidtously rising costs which can 
undermine our rising standard of 
living, impair the dynamic quality 
of American capitalism, and weaken 
the economic foundations of nation- 
1! security. These costs are not just 
follar costs, but real costs—mean- 
the hours of human work and 
the amounts of capital required to 
bring a pound of industrial material 
or a unit of energy into useful form. 


mo 


Commission, 


June 23, 1952 
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Over most a! 20th Century 
these real costs of materials have 
been declining, and this decline has 
helped Our living standards to rise 
But there is now reason to 
that this has been sk 
down, that in some cases it has been 


ale 


suspect 


decline wed 


stopped, and in others reversed. The 
central challenge of the materials 
problem is thererore to meet our ex 


expanding 
a rise in real 


panding demands with 
supplies white averting 
Osts per unit. 

always a 


In materials, there is 


tend -) for rea! costs to rise be- 
tuse Invarradly people use their 
richest resources fi and turn te 
the er supplies only when the 
have to 

| her ) id Ul xt | 

ing ~ — : ‘ e ‘ Py . 2 1 
domest policy towards miateriais 
that all the worid must have; there 
are only wor'd policies that nave 
domestic aspect If the United 
States and other free nations are, 1 
the vears ahead, to enjoy econom 
growth and national security, they 
must co-ordinate their resources to 
the ends of comm crowth, comi- 
mon safety and commo eifar 
Uneven Demand 

(5 N J Can b CA 


i+} aah tha 
Although : 


double between now and 


pecied io 
1975, the total materials input 
necessary for this will rot double 
but perhaps rise only to 50 to 60 per 


because the G.N.P 
vill reflect more value added to 
materials by increased manufacture; 
ind because an increased 

services will also sw mn the G.N.P. 
Demand for materials will rise most 
unevenly, sometime ; increasing one- 
quarter or less, souueiioies rising 
four-fold or more. Among the 
major classifications, something like 
this might be expected in the United 
States (1975 compared to 1950): 


cent. This 1s 


volume of 
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and no 
about 


Demand for minerals as a 
including metals, fuels, 
metallics, will rise most 
per cent, or almost double. 

Demand for timber will rise lea 

about I0 per cent. 

Yemand for all agricultural pr 
ducts will rise somewhere in betwee 

about 40 per cent. 

Demand 
will double 

Demand for industrial water \ 
increase roughly 170 per cent 


for energy in all for 


The above figures apply to tl 
United States alone. For the re 
of the free world the projecti 
made by the Commission are nece 
sarily much rougher, but they su 
rest that demand in other fi 
nations, building as it will on 


base, will be even larger 
increase than the | 
and that the United State 
although its total of 
sumption will increase greatl 
probably consume a 
maller share of the 


total supply 


smaller 
its perceniage 
demand, 
materials co 
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U.S. Outerowine its Resource 


The United States is outgrow 


S pres U ihle domes iC resource 
ba Phis condition has been 
long time in the making. but it 


not until the 1940’s that we co 
at 
to 5 ra 


change from being 
rpl us nation 
deficit nation. Wh 
start of the century v 
some 15 per cent 


pieted the 
materials 
raw materi 
as at a) 
produced 


raw materials than we consum 
(excluding food), by mid-century v 
were consuming 10 per cent mor 
materials than we produced. This 
is a peace-time situation, and 
trend seems firmly established: 
economic. thinking must  hereaft 


he conditioned by this fact. 
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U.S. PRODUCTION AND CONSUMPTION OF MATERIALS 
OTHER THAN FOOD AND GOLD 


in 1935 
ar Production 
50) 8,635,400,000 
175 12.600,000,000 


(possible) 


| 








ho ask for 


\ 


thhour ne 


provided it 


Ips push it higher. 
Srates it enables us to use manpower 


That our economs best 
‘velop by obtaining materia: 
lowest possible cost is most 
kKed by those whose 
are higher than those of 
competitors. It is they 
restriction of imports 
the grounds of “ protecting the 
nerican standard of living from 
Pigs cians of lower paid 
en labour” This argument 1s 
en _but tressed with the assertion 
shouid strive to be as self- 
ficient as possible in view of the 
iritv risks we face. 


Can 
HLS 
the 


ailac 


reign 


lhe Commission feels strongly 
wt this line of argument is falla- 


us and dangerous. The idea 
hat the American standard of living 
ist’ be protected from low-cost 


reien supplies based on “ cheap 
is an idea based on unem- 


yyvment psychology. In a full 


ployment situation the supply of 


py 


material from abroad at a price 
that of our domestic costs 
does not represent a 
mporary dumping), does not lower 

standard of living but actually 
In the United 


} 
Ow 


d equipment to better advantage 
makine something that is worth 


In 1950 the United States imported at 
ents, more than a third of its copp: 
lead-—all of which it formerly expor 


1939 dollars 


Consumption Notes 
3.309,200,000 15° production 
surplus 
9.495 500,000 9°, production 
deficit 
15,600,000,000 20% possible 
(projected) production 
deficit 
out 10°,, of its petroleum require- 
} zinc, and more than half its 


a aoe 





more than the cheaper material that 
can be obtained from abroad. 
Abroad, our purchase will contri- 
bute to a strengthening of economic 
and improvement of working 
conditions in the nations from whom 
ve import. 


life 


Recommendations 

The United States should nego- 
tiate government - to - government 
agreements with resource countries, 
designed to encourage and protect 
the enormous investment necessary 
to create new materials production 
abroad. 


The United States should expand, 








perhaps to as much as $4,000,000 
a year, its own technical assistance 
along the [nes of geological sur- 
veys. preliminary exploration and 
mining technology advice, with as- 
surances from the resource coun- 
tries’ governments that they will 


favourable 
mineral 


conditions 
leveloping 


discovered. 


promote to 
new >sources 


When current emergency agencies 


(like the Defence Materials Procure- 
ment Agency) eventually disband, a 
permanent agency should be em- 
powered to make long-term pur- 


his contracts, including price 








Yuarantees, Wilh Fresoures nations 

to make loans for foreign materiais 

.r , tian ' ra + .2> ] cur, 

production where special security 

+1 ea a i ‘ \Y a + “1 

interests justify assumption of risks 
1] 


beyond those assumable by the 


Export-Import Banh 


. } ' sy erlie 1. 
Legislat.on explicitl uthorising 
the Government to enter into 


Management contracts for foreign 
materials expansion should be en- 
acted by Congress 

There should be permanent legis- 
lation empowering the elimination 
of duty, apart from reciprocal action 
by other countries, when U.S. need 
for imports of a particular material 
becomes crucial. 

The “Buy American” Act, 
characterised by the Commission as 
‘a relic of depression psychology ’ 
should be repealed. The idea of 
‘ self-suificiency ~ can result only in 
a “ self-imposed blockade ”. 

There shou'd be a= continuing 
study of world materials demand 
and production, with statistics main- 
tained by the United Nations 
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special international study grou 
<} uld he i when 
rIOULC i rb up Wien 
difficulties are encountered, simil 
to those now reviewing wool, rubbc 
and tin. 


parle u 


For reducing market instabih 
the Commission saw promising pe 
sibilities in the multilateral contrac 
such as the International Whea 
Agreement and in testing intel 
national buffer stocks as comps 


sating inventories in a few materia! 


Footnote: 
Act, still on the books de Spi te a tw 
year effort to have it removed, for 
bids Federal purchases overse: 
except where domestic supplies 
the same material are unreasonab! 
priced or in insu:lictent quantity « 
quality 

An admin 
has placed th 
of price at 
domestic market, and 
recently written into a new la 
governing even foreign contractin 


for stockpiling here. 


stralive interpretatio 


4 1 
test of reasonablene 
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$6,500 MILLIONS FOR FOREIGN AID 


On June 20, 1952. President Truman signed the 1953 Mutual Security 


Bill authorising expenditure on milit 
$47.730,750, or nearly 


The total is $6.447 
from Congress. 


Allocations to areas are 

415,.614.750, 
tte East and A fric a: 
Israe li Re fuge cs. 
and the Pacific: 
Point Four $96,423,750. Total: 
and economic aid $78,014,750. 
Migration aid and U.N.LC.E.F. 
Remittances to Europe (C.A.R.E.), 


iry and economic 
$1,500 million less than he requested 


Defence support $1.282,433,000. Total: 
$56,316,500. 
$130.291,250 (slightly more than half for Israelis). Asia 
Military aid $564.807,500, Economic aid $224,988,750, 
$886,220,000. Latin America: 
United Nations: 
$41,430,250. 
ocean freight aid $2,587,500. 


aid to other nations 


Military aid 
$4,698 047,750. 
$50,822,750. Arab and 


follows: Europe: 


Point Four: 
Military 


Technical Assistance, 
Co-operative for American 


U.S. Embassy Bulletin, London, June 21, 1952. 
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Economic Essentials for the Korean Age 


Balance at home—Freeing of trade—Re-establishment of Exchange 
Markets—and no Reliance on Inflation. 


[S HOPED that 1952 will see some ber of countries which had suc- 
ynstructive action towards re-estab- ceeded in putting their « uses 
ling @ monetary system which is in order have suddenly found that 
regional but genuinely interna- most of their balance-of-payments 
ial and which will have the ful! difficulties have d ed as if of 
ueipation of the United States their own accor 
yuntry which, by its post-war ex- —, 5. , eae 
fdjustn some Painfu 
riations and, to a certain extent, ! 
» by its own practice, has indica- In the second pla th dividual 
that it does not intend to retire ountl { D ng to submit 
1 the confines of nereas the adju : 
rv che d ec on yd rid dard 
But what, then, are the main steps ind pa : : 
be taken and the main adjust- aa 
ents to be made? on we 
19 rated 





lance Begins at Home 


i _ oe os ann . ps . > ‘ ‘ . 
In the first place, it is essential In many quarters there 1 
¢ sar oeubue lA react 7. ae se 
t } ount sho} estore ‘ . at ! 
at each country should restore a tendency to regard the removal of 
t » ale . in 11 daname ti ‘ s = 
bi balance val SS GORI trade and payments resirictions as 
momy—which means that, in re- primarily a Kind of concession ‘o 
: | ae ar! } and ‘ E : 
on to the supplies of goods and other countries. and this idea sprini 
rvices at their current prices. the from the conviction that the system 
ral pub! c and the financial tn- of controls mat tually benefit the 
tutions must not be left in posses- egyntry concerned by helpine fo re 
1 of an excessive volume o d duce its snending a id and th 
her Iiqinid find : ; 
h and other liquid fund: ettina resaurcec free for e oe 
4 P es buen , : , e : ’ 
to say that there 1S a vk ternal d ( } va. 
Cen domes IC nol Cy and CX Veantages h Vi | t S Ty eS ) 
nal equilibrium used to be re- ye anvt! } Con- 
rded as almost a tru:sm: but 2 trols have not 1 ented the recur- 
ne came when the existen e of th rance of ee ot 1, nee of 
k scemed to be forgotter NaS ) and 1 ali 
‘ategorically denied. Today have d 1 4] h 
or, a different att tuc heir own produce d nts 
] 1d > yan th n are ¢ | ei =? 3 tariale ind 
f he cha ha of] han in 

















the cheapest markets, this artificial 
redirection of trade proves to be a 
very expensive device and-~since it 
aggravates the costs of production 

a very dangerous one for great and 
small manufacturing nations which 
have to obtain much of their food 
from abroad. 

The constant bargaining with one 
commodity againsi another and the 
more and more Byzantine com- 
plexity of many commercial and 
other arrangements involve a shock- 
ing wastage of real economic re- 
sources and put a premium on the 
continuance of ineiliciency. And 
who will keep more than an indis- 
pensab‘e minimum of — currency 
which remains inconvertible and ts 
hedged around with a jungle of re- 
Indeed, there is little 
choice left: the mere continuance of 
the present svstem will not solve the 
the individual countries 


Varkets 


Phirdiy, in order to get away from 
the nresent artificial situation, it will 
| 


strictions? 


problems of 


Foreign Exchange 


ye necessary to re-establish real ex- 
change markets. in which foreign 
urrenc’es can be bought and sold 
freely a nele rates. for then no 
balances will be left over to seek 
ransfer in other wavs and_ thus 


cause a multiplicity of 


quoted in free, 
kets. 

The world is tired of dual prices 
and multiple rates. of arbitrary de- 
and distorted markets. and 
longs to return to a more simple and 
honest system. It is a matter of 
common knowledge that the present 
contro! of foreign exchanges is not 
effective and that many deals take 
place with regard to which the auth- 
orities have general suspicions or 
even precise knowledge but no pos- 
sibility of intervention. 


rates to be 


CISIONS 
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As the various European cou 
tries are now taking the necessary) 
steps to atiain a sufficient measure 
of internal equilibrium, the restora- 
tion of an international monetary 
system is becoming a practical pos 
sibility; but the durability of such a 
system will depend on a number o 
other factors, several of which are 
inevitably bound up with the att 
tude adopted by the United States 


America Must Play 

Convertibility must necessaril) 
require a sufficient amount of dol- 
ars and, while the first conditic 
for this is that the countries 
Europe should have goods to sell 1 
sufficient quantities and at compet 
tive prices, a further condition 
that it should be possible to dispose 
of these goods in ways which will 
permit them to earn the dollars a: 
other currencies they need. 

European countries have inthe 
past earned dollars in triangulai 
trade by selling their manufactured 
goods to countries in Africa and 
Asia which were able to pay fo 
them in dollars earned by selling raw 
maierials to the United States. Un- 
less these world-encircling currents 
of trade and payments are main- 
tained and broadened, it will hardh 
be possible for any international 
monetary system to work smooth! 

Another equally important cond 
tion is that the United States itse!f 
shall not reverse the policy of tarifl 
reduction which it has now bee: 
pursuing for nearly two decades bu 
rather help to create the pre- 
requisites for a large volume of 
world trade. in mindfulness of it 
responsibility as the world’s fore 
most creditor nation. 


Objections to Convertibility 


Even those who are willing to ad 
mit the importance and weight of 
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hese various considerations often 

object that a return to convertibility 

might endanger the volume of em- 
loyment and impair the rearma- 

nent effort. But neither objection 
valid. 

As regards the volume of employ- 
nent, It is necessary to be on one’s 
cuard against drawing misleading in- 
‘rences from the conditions obtain- 
g during the recent inflationary 
se in world prices and while econo- 

c ald has been available to meet 
reign payments. These conditions 
have made it possible to pursue @! 
most any kind of expans on 
yolicy; but one day the couniries 

ll have to make do with their own 
esources and under conditions far 

noved from those of an extreme 
‘ilers’ market. 

In the light of past experience it 

evident that the moment will soon 
me when no more “forced sav- 
ngs’ can be extracted from a pub- 
lic Which has become sceptical about 
the purchasing power of the national 

rrency and is therefore intent on 
yeeding up its purchases, retaining 
nly a bare minimum in ready cash. 
\s people may even draw on their 
ld savings in order to buy what 
iey can Jay their hands on, the 
mount of fresh voluntary saving 
will indeed be small—-and if that is 

what will be left to sustain a 

lume of productive investments? 

As regards the rearmament effort. 
t is not sufficient to look only at the 
nerease in expenditure which. for a 
‘w months, half a year or perhaps 


2 


tw 
Ww 
a 


a year, might be met by inflationary 
methods of financing. For, quite 
apart from all the wastage of real 
resources attendant upon an infla- 
tion, there is the disorganisation :t 
brings to monetary systems and to 
forms of international co-operation 
—not to mention the collapse of 
confidence and the social disturb- 
ances which characterise periods of 
prolonged _ inflation. | 
peacetime. 


ee : 
espe. laily }} 


li is therefore not to be wondered 

1: inat. both in eastern and in wes- 

Furope, such determined efforts 

are being made to get away from 

methods of inflationary financing 

and to uphold the tenets of an effec- 

live monetary policy, even under the 
present straitened circumstances. 


For tlie ¢ 
form of economy there can now be 
no doubt as to the goal in view: they 
must re-establish—and _  quickly— 
effective foreign exchange markets 
which will make every currency 
what it used to be in the past: 
namely, a reliable medium for sav- 
ing and for the exchange of goods 
and services throughout the world. 


mntrics with a western 


a 


Footnote: The previous Report of 
the B.I.S. was summarised in the 
August and September, 1951, num- 
bers of Economic Digest. Compari- 
son of the two reports shows the 
continuity of these the most en- 
lightened-—and_ lively—of  interna- 
tional surveys. 


INDIAN GIRL BABIES ARE HALF-PRICE 


The ultimate refinement of 


activities has heen reached in the Karnal district of the Punjab 


tax * cradle-to-grave ” 


In future 


gatherers’ 


it will cost a boy one rupee (1s. 6d.) to embark upon life and a girl half 


that amount. 


Failure to pay this birth tax on all children born within the 


district board’s jurisdiction will involve the parent or guardian in a fine of 


up to Rs.50.—The Times, London, 


July 


3, 1952. 








nade along the 
lines marked out in the Marshall 
Plan, aithough the advance has been 

the sphere of 


more speciacular in 


nroduction than in that of monetary 
. i} + ” or 
alfairs (his has not been a matte: 


\ +6 


oO} chance Atiention 


came O be 
nursing the 


ne Various 


devoted LO the task of 
proauctive 


cAlntrea frir i 
COUNTFICS fOr tL 


COS OE t 
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1. Where mainienance had 
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deen 

4 } Janu } > + Vr { arpa 
deferred during the war, and where 


Causes Was 


: el” yaks eek 

ively SThidi VOiuMme ol 
. ‘ e 2. S a tate 14? = 
investment of fresh capital sutiiced 


ee a See ee Si Pe 
to put piant im) Working order, ana 


ety tiar eS, a a wi ft -}, 
production cOuLd De Wwicreased fairly 


2. Once certain bottlenecks were 
iat power for ex- 
ould go ahead in 


‘ies with surplus capa- 


O arrival of some badly 
veeded materia! or machinery from 
2oroad made all the diiference to the 
level of production 


increases 
in population (and in some countries 


by the influx of refugees) provided 


eae 
3. Continuous natural 


great manpower reserves, and it 
seemed important to give priority to 


IMpor 
ton 


ant 
of fresh plant for their 


the provi 
efficient use. 
4. In the 


Ormous Wer 


United States, the en- 
effort had been 
tained essentially by an all-round in- 
crease in production. To Americans 
it looked as if the most immediate 
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industrial progress with the taking « 


nal monetary measur 
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~ 


vould not have restored equilibriui 

lo ‘ral weill-hein r “2 ()} *k! 
and generas Weit- Deng more QUICK 
and more surel 


Ve 


n production form 
ihe basis for an improvement in the 
standard of living and enables th 
vy to meet heavier expend 
ture at home and abroad. It may 
well be asked why, even now, s¢ 
I vy European countries have grea 
difficulty in finding resources t 
cover consumption and investmen! 
and to restore equilibrium in the 


balances of payments. 


~ 


To some extent it is the o!d pos 


war dificulty of a widespread lack 
of balance in the conditions of worl 
hay Another and eve! yre im 
race Anower and even more im 


portant factor ts the failure to mas 
t moneiary problems. But the 
lificulty may also be explained b 
the fact that for most countries, 1! 
dexes of industrial production mus! 


not be looked on as giving a tru 
picture of the real increase in the 
national income. 


reasons why ; 


There are several 
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|. For statistical reasons, an in- 
lex may overstate rises. Published 
ionthly, it is necessarily based on 
sample, usually limited to large 
ims. Much depends on the chosen 
lata. The unofficial index published 


hy the London and Cambridge 
Economic Service shows a rise in 
production in the U.K. of 41 per 


ent between 1935 and 1950, where- 
is the official index shows a rise of 
‘9 per cent. Moreover, a yearly in- 
lex calculated by C. F. Carter and 
published also by the L. & C.ES.. 
ympiled on a broader basis, show 
sven lower figures. 

A factor making for misleading!y 
high indices is apt to come to the 
re in wartime, when more than 
uf the country’s industry is con- 
entrating on weapons of all kinds. 
During the Second World War, 
these were mass-produced with all 
possible technical aids. The growth 
f such output, together with the 
vorking of longer hours, will lift the 
ndustrial index to a level which the 
nore varied peacetime production, 


vorking in response to civilian 
eeds, will not readily attain. 
2. Those engaged in_ industry 


orm only a part—usually about a 
hird—of the total working popula- 
tion. In the other branches of the 
‘conomy (especially in the service 
trades) the rise in output has gener- 
ily been at a much lower rate. Im- 
provement in agriculture has lagged 
far behind the improvement in in- 
lustrial output. 

It is not an easy matter to calcu- 
late the “real product.” and even 
he increases shown by the widely 
liffering estimates cannot be taken 
is a reliable measure of the true im- 
provement in the supply of goods 
ind services. The estimates may 
nask various maladjustments, such 
is the existence of certain bottle- 
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necks such as the construction of 


housing, where supply has been 
greatly inferior to demand. Indices 


of production are true guides only 
if supply and demand are roughly 
balanced; otherwise, rises in produc- 
tion of less urgent goods will appear 
to compensate for drops in produc- 
tion of essentials. It is not luxury 
goods that have been in short sup- 
ply, but some of the most essential 
things (food, coal and houses) the 
shortage of which is quite serious 
‘rom the social point of view. 


ON FREER RATES: ... But Not at 
the Cost of Stability 

Canada’s action in introducing a 
free rate of exchange—soon recog- 
nised as a striking success—natur- 
ally raised the question whether this 
example should not be followed by 
other countries. A free rate has cer- 
tain obvious advantages: 

1. A genuinely free rate will never 
be wholly out of line with economic 
realities. While it would be an 
illusion to think that the market al- 
ways finds the right level, there are 
many artificial rates which could not 
for a moment stand up to the test 
of a free market. The present 
“official” rates are tenable only 
thanks to foreign aid, and represent, 
in reality, a method of subsidising 
imports. 

2. The fluctuations of a free rate 
do attract attention and thus bring it 
home to the public that there is 
something radically wrong when the 
rate is disappointing. As long as 
the public believes in the officially- 
fixed rates, it is easily lulled into a 
false sense of security, and when the 
crisis has already started it 1s 
generally too late to react; at that 
stage, to devalue the currency by 
20 or 30 per cent is often the only 
solution. 











In practice, there are strong 
reasons against leaving rates entirely 
“free.” Seasonal and other tem- 
porary influences might cause them 


to fluctuate very widely 
ON GOLD HOARDING: 
Another Record Year 


The year 1951 was one in which 


ECONOMIC 


DIGES] 





moderate, because 


supplies were 
more easily available, and also hy 
cause confidence in various curren 


cies revived—this latter factor be 
came more important in the first 
months of 1952. 


It is an object lesson for all and 
sundry that, if supplies of gold are 
allowed to move freely, and if con 
fidence in the national currencies 





the flow of gold into private hoards restored, these two factors are cap- 
was on a record scale. It is estima- able of putting an end to gold 
ted that some $500 million worth hoarding, after all attempts at sup- 
“disappeared” in this way. Gold pression by prohibitions and con 
prices on the free markets were _ trols had failed. 
NATIONAL INCOMES AND MONEY SUPPLY 
(Thousand Millions of national currency units) 
1950 1950 1951 1951 1950 195] 
Total Nationa! Total National Ratio Ratlo 
Money Income Mone\ Income Money Money 
Supply Supply Income Income 
Belgium (fces) 155 265 169 296 58 57 
Denmark (krnor) 525 19.] 5.36 A) 27 25 
France (fcs) 3120 7225 3667 9020 43 41 
Italy (lire) 2071 6370 2987 7423 40 40 
Holland (flrn) 7.08 15.6 7.29 16.9 45 43 
Norway (Krnr) 4.80 13.87 5.56 17.05 35 33 
Sweden (krnr) 6.78 25.4 8.31 30.0 27 28 
Switzld (fcs) 11.4 18.1 11.9 19.5 63 61 
U.K. (pounds) 3.55 10.85 §.65 11.28 5] SO 
U.S.A. (dollars) i ae 239.0 i24.5 275.8 49 45 
Notes. @ 1. Time deposits excluded from U.K. and U.S.A. money supplies 
@ 2. Ratios of money to national income are mostly lower than pre-war 
those of Norway. Sweden and the U.-K. are still higher. 
@ 3. All ratios are on the downtrend since 1948 or 1949 
@ 4. The greater part of the excess supply of money created by the wa 


appears to have been absorbed, and this is an important reason why 
monetary policy is becoming more effective 


From Twenty-Second Annual Report of the Bank for 
Basle 


June 9, 
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Sources of New 


Investment in 


Canada 


One-seventh of Canadian development in recent years has been financed 
by foreign capital; the United States supplied the lion's share 


DURING the last two years, incoming 
foreign capital has permitted 
Canada to import a_ considerably 
larger quantity of goods and _ ser- 
vices than she has been exporting 
ind still increase her reserves of 
oid and U.S. dollars. The picture, 
however, has been more complex 
than that brief factual statemen: 
would indicate. Both the volume 
ind nature of capital inflow have 
hanged, as has the pattern of cur- 
ent transactions. 

First of all, let us look at 
Canada’s over-alf current account 
lealings with other countries and 
the role of capital inflow: — 

($million) 


1950-1951 

F xports 4.243 5,176 

Imports 4,572 5,700 

Deficit 329 §=5§24 

Net Capital Inflow . 1,023 563 
Increase in Gold and 

U.S.$ 694 39 


In both 1950 and 1951 the lion’s 
share of the net capital inflow came 
from the United States, the net in- 
vard movement from this source 
being $960 million and $560 million 
respectively. Oil has been the major 
ittraction. Of the total flow of new 
lirect investment from the United 
States in the last four years, which 
swelled from $67 millions in 1948 
to $84 millions in 1949, $199 mil- 
lions in 1950 and $259 millions last 
vear, slightly more than half went 
into the exploration, development 
and refining of petroleum. 


From Business Review, Bank 


It is officially computed that “ the 
net contribution by non-residents 
and foreign-controlled companies to 
the savings used for all types of in- 
vestment in Canada was only about 
one-seventh in 1950 and 1951.” For 
ihe purposes of this calculation, 
however, there has been added to 
ncoming capital the concurrently 
reinvested earnings of foreign-con- 
trolled enterprises. 


Over the years, the inflow of 
fresh capital, together with profits 
that have been left in Canada by 
external owners, has grown to a sub- 
stantial sum. At the end of 1951 
the book value of the accumulated 
foreign investment stake in Canada 
had reached $9.4 billions. The 
growth and ownership of this invest- 
ment may be summarized as fol- 
lows : — 


FOREIGN INVESTMENT IN CANADA 


(Smillion) 


Held in 1939 1950 1951 
United States 4.151 6565 7.235 
United Kingdom 2.476 1.723 1,772 
Other Countries 286 358 417 

Total 6.913 8.646 9.424 


The marked decline in the United 
Kingdom’s investment in Canada 
since 1939 is attributable, of course, 
to the exigencies of wartime finance 
which involved a heavy liquidation 
of Britain’s external assets. It is 
noteworthy. however, that British 
investment in this country has in 
recent years been gradually building 
up from the low point of $1,593 


of Montreal, May 22, 1952 











millions reached at the end of 1948 
The $7,235 millions of U.S.-owned 
investment in Canada at the end of 
1951 comprised $3,900 millions 
directly placed in industrial enter- 
prises in which a majority of the 
capital is U.S.-owned. The balance 
of $3,335 millions was of a * port- 
folio” nature, being U.S.-owned 
minority holdings of Canadian debt 
or equities. 

To summarize, while something 
like one-seventh of this country’s 


Where Counterpart 


Every country participating in the 
European Progranime of the Mutual 
Security Agency deposits in a special 
account its own focal currency, in 
amounts comimensuraie with the 
dollar cost of the aid received. Of 
the total amount of such counter- 
part funds, 95 per cent is available 
for use by the country making the 
deposit, but only after the Mutual 
Security Agency agrees to the pro- 
posed use. 

The other five per cent is reserved 
for use by the Uniied States, to de- 
fray administrative expenses pay- 
able in local currencies, to purchase 
or develop production of strategic 
maierials needed for the American 
stockpile, and to carry out informa- 
tion programmes. Up to Decem- 
ber, 1951, 63 per cent of these 
reserved funds went into strategic 
materials, 12 per cent into informa- 
tion services, and the remainder to- 
wards the cost of administration and 
transfers to the United States 
Treasury. 

Up to December, 1951, the M.S.A. 
and its forerunner the E.C.A. had 
approved the use of counterpart 
funds to a total of $7,747 million. 
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From Monthly Report, Mutual Security Agency, Washington, April 1952 





DIGEST 


recent growth has been financed by 
external capital, a somewhat large! 
proportion of the total outstanding 
investment in Canadian government 
and industry is internally held. In 
other words, foreign capital played 
a larger role in Canada’s growth in 
previous periods of rapid develop- 
ment and the foreign investment 
stake in Canada, although rising 
absolutely in the post-war period, is 
today relatively smaller than pre- 
war. 


Funds Go 


France and the United Kingdom to- 
gether received approvals for over 
half of this. 

The countries of Europe used 
their counterpart funds in the ways 
shown on the accompanying table 

Uses OF COUNTERPART FUNDS 
April 3, 1948—Dec. 31, 1951 
$mn. per cent 


Monetary — Stabilisation 2,252 29 
Promotion of Production 4,239 a3 
Military Purposes 143 2 
Other Purposes 1,113 14 


The only heading under * Mone- 
tary Stabilisation” ts Debt Retire- 
ment. The headings under “ Pro- 
motion of Production” show that 
the power industries received the 
greater part of the funds, namel) 
$1,035 million. Manufacturing. 
Agriculture, Railroads and Mining 
received most of the remainder. The 
‘Other Purposes” were housing. 
payments to German exporters prior 
to December, 1948, and refugee and 
other social services. 

Of the five per cent reserved for 
United States use, the greater par! 
went into strategic material buying; 
about one-fifth went into administra- 
tion and information spending. 
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for Australia 


By SiR DouGLAS CopLanpD (Australian National University) 


Vineteen per cent of Gross National Product is being invested in fixed 


apital in Australia. 


Far from being too much, this can—and must—be 


increased. 


SINCE THE WAR a_ number of 
‘easons have made it essential for 
Australia to increase its rate of 
levelopment. First, in the decade 
f the 1930’s and during the war the 
rate of development was far from 
atisfactory and left an inadequate 
upply of deteriorating and_ ineffi- 
ient capital equipment. 


The second reason lies in_ the 
programme of immigration which 


as embarked on after the war and 
1as been one of our great post-war 
ichievements. This programme has 
rought to Australia approximately 
600,000 immigrants in the five years 
1947 to 1951 and has meant a popu- 
ition growth at the rate of 2.6 per 
‘nt per annum. 
The attempt made to meet the tn- 


of the 


estment requirements 

-onomy is perhaps the most com- 

forting feature of the Australian 
onomy since the war. We hav 
Ot dissipated our resources in in- 
lation and riotous consumption. No 
loubt we might have pruned down 


sme of the investment with little ill 
fect if we 
he “milk-bar” propensities of the 
cOnNnomMY, but an\ thine Sa’ ed on that 


Ye . 1 > v.) rr 
SOUuntT could have been pr 


nad attemnted to curd 


vfitably 


AUSTRALIA’S FIXED ( 
(Excluding 


Investment £m 156 
As °.. of Gross National 


Product 


Mao 


spent on other forms of essential in- 
vestment in the basic industries or in 
public works. 

At 19 per cent of gross product 
(see table) fixed investment Is at a 
high level, perhaps as high as at any 
time in our history. Public invest- 
ment has risen from about 30 per 
cent of total fixed investment in the 
first two post-war years to about 42 
per cent in 1950-51, not a surprising 
move in view of the great power 
projects that are necessary to 
eliminate shortages and prepare for 
the increasing demands of a rapidly 


expanding population. 


now 


alu aVS 


played an important part in Austra- 


Public investment has 


lian development and since there 1s 
public ownership in such basic in- 
dustries as transport, power and 
fuel. its proper maintenance is 
cessarv for the expansion and 
ent working of private enter- 
prise. 
~ Volume alone is not the only 
isrect of 1 nent that affects the 
tandard of living. There are two 
t cfors ch |} been most 
relevant in Australia since the wal 
| Th el of eTcrency m pro- 
ly rrosperou 
| I 
APITAL INVESTMENT 
tor Vehicles) 
46-47 47-48 48-49 49-50 50-5] 
939 300 y 5? 693 
15 15 17 9 19 
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period since the war and the condi- 
tion of over full employment have 
not been conducive to the efficient 
use of existing capital equipment by 
either management or labour, and 
although accurate figures are not 
available for Australia it would ap- 
pear certain that productivity has 
not advanced in any comparable 
manner to either the United King- 
dom or the United States. 

2. The direction that some pri- 
vate investment has taken. Instead 
of going into the really basic indus- 
tries on which the efficient function- 
ing of the whole economy depends, 
some of the investment went into 
the production of luxury goods 
leaving the economy in a staie of 
acute unbalance. This condition ts 
likely to be aggravated by import 
restrictions which impair healthy 
competition. 

Comparison with Canada 

There is a widespread view that 
the present rate of capital develop- 
ment is over-ambitious, straining our 
resources and causing continued in- 
flation. On this point a comparison 
with Canada is illum:nating. [I set 
out below the relevant facts of 
Canadian fixed investment tn rela- 
tion to Australian experience over 
recent years, both sets of figures ex- 
cluding investment in motor vehicles. 

FIxrpD CAPITAL INVESTMENT 


AS °, OF G.N.P 
Australia Canada 
1945-46 me 10 14 
1946-47 - 15 I8 
1947-48 15 20 
1948-49 : 17 21 
1949-50 19 pA 
1950-51 19 YH 


It will be observed that the pro- 
portion of gross product devoted to 
fixed capital investment is slightly 
higher in Canada than in Australia. 





ECONOMIC DIGEST 


Admittediy, conditions are differe 
in Canada, particularly as regard 
the amount of foreign capital con 
ing in for private investment. 

The second difference is the ad- 
vance in productivity in Canada 
since the war. Compared with 1939 
gross product per head in 1950, 
measured at constant prices, had in 
creased by over 40 per cent. At the 
same time the expenditure on con- 
Sumption per head had increased by 
53 per cent, so that Canada has had 
the benefit of higher living standards, 
increased productivity and a great 
expansion of investment. 

In part only is this due to the in- 
low of capital from abroad, though 
this capital has been a substantial 
factor in the maintenance of such a 
high level of investment. In Aus- 
tralia the increase in gross product 
is about half that of Canada, as is 
the rise in the standard of living 
Up till this year our investment has 
been supporied by a substantial in- 
flow of private capital, perhaps 
£650m. since the war, though some 
of this came in on speculative ac- 
count when it was thought that the 
£A would be appreciated. 

Our investment was also suppor- 
ted by high export prices, especially 
by the buoyant returns from wool, 
but both these conditions now seem 
to be at an end: we cannot expect 
as much foreign capital on private 
account in the immediate future and 
returns from wool and exports in 
general are much less, so that we 
may be hard pressed to obtain the 
imported capital equipment neces- 
sary for our developmental projects 
Investment and Employment 
the level of invest- 
incomes are the 
of prosperity 
influ- 


In Australia 
ment and export 
main determinants 
Export incomes are greatly 
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PATH OF VIRTUE 


‘nced by the world market and to 
this extent are out of our control, 
though even here there is much that 
a government policy can accomplish. 
However, the level of investment is 
adjustable and is what we must rely 
on to maintain employment. But 
while investment can determine em- 
ployment it cannot determine em- 
ployment at any standard of living; 
t can only utilise the resources with- 
n Australia and it is on imports 
tained either from the returns of 
our exports, or by overseas loans. 


on which our ultimate prosper.i 
will depend. 
We have resumed foreign bor- 


rowing on a limited sea'e through 
the International Bank, and it is now 
becoming quite clear that we should 
have entered this field long before 
1950. It was a mistake to assume 
that we could sustain a high level of 
nvestment without our traditional 
support from overseas loans, especi- 
illv as it has not been part of our 
policy to place emphasis on the con- 
litions under which private capital 
vould come in, namely convertibility 
f currency into dollars, and 
capacity to earn high profits on the 
risk involved. Only now are we ad- 
lusting our taxation to eliminate 
fouble tax on American capital. 
No financial techniques short of 
ross. inflationary expedients can 
produce further capital for public or 
private ventures at rates approach- 
ing those operating in the favourable 
circumstances of the immediate 
post-war period. It is significant 
that many of those who press for a 
higher level of public investment are 
not prepared to accept the conse- 
quences of a higher rate of interest. 
Yet it is a condition of development 
that saving should approximate to 
the level of investment if further in- 
flation is to be avoided. It is merely 
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the familiar case of attempting to 
have the cake and eat it too; the in- 
vestment market is not accepting 
that view and higher rates of interest 
are now inevitable 

Path of Virtue 

As for increased productivity, this 
is a method of tackling the problem 
on which far too little emphasis is 
laid in Australia. When any new 
demand is placed on the economy 
in Austratia we tend to think that it 
must mean a reduction in some 
her avenue of expenditure, where- 
as in the United States all national 
plans are made on the assumption 
of an increase in productivity of 2 
per cent to 3 per cent per annum. 
No choice was necessary, both guns 
and butter were possible. 

There is ample scope for increas- 
ing output in Ausiralia. Policy 
measures such as directing capital 
and labour into essential industries 
and reducing labour turnover have 
beneficial effects, and there is an 
urgent need for a national study of 
productivity along the lines of what 
is being done in the United King- 
dom. Such measures when com- 
bined with better management and 
co-operation would easily raise out- 
put 5 per cent. 

This ts the path of virtue and even 
for this generation it will return divi- 
dends. To cut down investment 
seriously is to arrest development, 
to suspend the very type of activity 
that makes for higher living stand- 
ards in the long run. Indeed, with- 
out investment the present standards 
cannot long be maintained for the 
simple reason that the supplies of 
capital goods necessary for an or- 
dered and decent life in a modern 
community will quickly lag behind 
the demand for them. 

It is an illusion that standards can 
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be maintained by cuttine tnvest- 
. — AA Ar - ¢1 poe ™ 1 
ment. Moreover, the measures t 
have suggested would create nev 


confidence abroad in our efforts and 


lead to investment from abroad to 
support our own efforis: so that on 
ill counts the path of virtue is also 
the path to hégher living standards 
Begnomic £) 


Suez Canal 
are y bound up with the 
economics s of Micddie East oil. The 
trans-Arabian pipeline, which has 
been ea at full pressure since the 
1951, has diverted 


THE ECONOMICS of 


a ‘ 
ciosely 


spring of from 
the Canal a large part of the oil 
produced in Saud: Arabia And 
soon afterwards in mid-1951, the 
cessation of Persian production and 
transport meant that one-third of 
the oil passing through the Canal 
' 

18 FOS 

But the rise in cargoes of other 
goods and from oiher places has 
been very large. partly owing to the 
demards from the rearmament pro- 
grammes of western Europe and 
America ie events in Egypt and 
the Cana! Zone in the last quarter 
of 1951 and during the first months 
of 1952 led only to some delays in 


a reduction 
CONVOYS. 


trans-shipment owing to 
in the number of daily 


Works and Rep 


The execution of the 
provement programme has contin- 
ued according to plan. —Improve- 
ments to the Hussein Basin and to 


ai) .) 


seventh 1m- 


the fishing port of Port Said are 
completed or continuing, and deep- 


From Report and Accounts, 


Compagnie 
Paris, 


June 





DiGi jf 
4L§ IRTH READING 
The Nation’s Dilemma,” Month 
Summary, National Bank of Australas 


Melbourne, May 12, 1952. A _ hopef 


survey despite the ttle. 
* The Australian Economy in Transi 
tion.’ by Sir D. Copland (Synopsis of 


paper for the Economic Society of Vic 
toria. May 30, 1952. Mimeographed 
“The danzer of deflation appears moi 
real than the danger of inflation.” 


1¢ Suez Canal 


ening of the Canal by half a metre 
has been prosecuted to the extent 
of a further 20 kilometres of the 
Canal’s length. Nearly 14 kilo- 
metres of the banks have been re- 
constructed in stonework, and re- 
pairs have been carried out in many 
places. There is now going forward 
a study, using a scale model, in 
Paris, on the phenomena arising in 
the Canal from the passage of ship- 
ping, the action of the desert winds 
and so on, and the possibility of 
using bituminous compounds on the 
revetements is being explored. 


One Door Shuts, 


Although 
line meant 


Another Opens . . 


the trans-Arabian pipe- 
a loss of 14 million tons 


of traffic in oil, and the Persian 
close-down meant an even greater 
loss in traffic, the great increase in 


crude oil production in the countries 
bordering the Persian Gulf—and the 
larger volume of refined products 
coming from Europe eastwards to 


take the place of the lost Persian 
products—-have been compensatory. 

The net tonnage of ships using 
the Canal during 1951 was 
80,356,000, and the number of 
journeys through the Canal was 
Universelle du Canal Maritime de Suez, 


1S, 1932 
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11,694. 
diminution in traffic, of the order of 
1.8°,. (Note: Suez Canal calcula- 
ons of tonnage are not the same 
is British Register Tonnages, but 
vary either side.) 


These figures show a slight 


By nationalities, most tonnage 
ising the Canal was British, and the 
British share rose from 32.5% of 
otal to 33.5°%. Norwegian shipping 
irried 14.1°,, unchanged from the 
previous year, and the American 
hipping percentage dropped from 
10.2°% to 9.8%. Fourth in the list 
f nationalities is France, which 
has just ousted the Panamian Re- 
public. 


South—North Movement 

Goods moving from south to 
north declined in tonnage from the 
previous year from 60,500,000 
tonnes to 59,333,000 tonnes, or by 
1.9%. This was entirely imputable 
io hydro-carbon oils. Other goods 
ncreased in tonnage, particularly 
ereals, oil-seeds. ores, metals and 
oal. The record year for south— 
north movements was 1929, and 
1951 was only &%, below that 
record. 


The bulk of the oil moving in 
this direction is now crude oil, 
whereas a year ago a full quarter of 
the oil products were refined 

Changes in the composition of the 


other products moving from the 
east to the western countries reflect 
the changing currents of world trade. 
India, Pakistan, Burma and Ceylon 
are exporting more, particularly coal 
and ores. Australia is sending more 
wheat through the Canal. More 
copra and soya beans are coming 
from the Far East. 


North—South Movement 

It is in the goods moving from 
north to south (from the Americas 
and Europe to the East and Austra- 
'a,'2) that the greatest increases in 
‘oinages are taking place. From 
1950 to 1951 these tonnages rose by 
43.5%. 

Refined oil products are now at 
a record figure in this direction. 
Fuel oil forms the greater part of 
this movement, of which Great 
Britain is sending one-third, the 
United States one-quarter, France 
one-sixth and the Caribbean area 
one-seventh. American exports of 
wheat to India helped to swell the 
figures for cereals. 

Manufactured metals and metal 
products, traditionally the chief con- 
stituent of north—south traffic, have 
fallen to third place, and are still 
declining in volume, although the 
movement of machinery is rising 
sufficiently so far to compensate for 
this. 


COLOUR BAR—TO THE TAX-COLLECTOR 


For the year ended March 31, 1952, no income tax was paid by 


Southern Rhodesian natives——three 
obligations. 


were liable, but did not meet their 
The natives have large numbers of children: the average 


family of those to whom tax forms were sent was six children, which 
meant that no tax was due until an income of nearly £1,600 was reached. 
Polygamous natives can claim rebates only for the first wife, but the 
children of all wives rank for allowance. The largest number of “ official ” 
children on record for one (extremely unlikely) taxpayer was 29; his tax- 


free maximum would be £2.700 a year. 


Southern Rhodesia Newsletter, London, July 2, 1952. 











Indian Views of Economic Theory 


Looking at an under-developed country from inside 


THe INbDIAN ECONOMIC REVIEW, 
which is to appear twice a year, Is 
published by the Delhi School of 
Economics, which is an autonomous 
department of Delhi University, and 
this addition to the family of 
economic journals is very welcome. 
The first number contains three 
articles of compelling interest to 
students of the problems of under- 
developed countries 

Dr. D. R. Gadgil (Gokhale Instt- 
tute, Poona), writes on the “ Pre- 
conditions of Economic Develop- 
ment” with particular emphasis on 
India. Many practices, attitudes or 
institutions may militate against an 
accelerated pace of development, he 
says. There is a whole series of 
taboos: certain products, certain 
Occupations, may rank low in the 
social spectrum; caste and religious 
barriers may exist which increase 
the percentage of the non-working 
population, 

Other obstacles arise out of tradi- 
tional! modes of life fixed through 
generations of static economic con- 
ditions. “The business of the 
famuly farm or of domestic industry 
does not require that punctuality in 
hours of work or regularity of atten- 
tion and attendance which is re- 
quired of a machine operator.” The 
evolution of factory discipline is a 
difficult and long process. 

Attitudes of mind are more 
deeply rooted than sanitary habits 
and modes of clothing, and are 
more difficult to change. Also, agri- 


From Indian Economic Review, 


Vol. 1, 


cultural communities living at sub 
sistence level are unaccustomed to 
a monetary economy: the response 
to fluctuations of the modern market 
might be very slow. 

This enumeration of obstacles in 
the way of rapid development 
would appear to make the problem 
almost hopeless, but the difficulties, 
says Dr. Gadgil, can be overesti- 
mated. However deeply rooted 
some of the customs and institutions 
may appear to be, they can be re- 


moved. In particular, the wave of 
nationalism sweeping south-east 


Asia is a help, not a hindrance, in 
educating the masses and eradicat- 
ing their prejudices. This was partly 
the story of Mer: Japan, and of 
post-1918 Russia. 
Risks of Investment 

B. R. Kishore (Delhi School of 
Economics) writes on the “ Risk of 
Investment in Corporate Ventures in 
India”. He takes the figures for 
losses of capital as given tn bank- 
ruptey and winding-up statistics, and 
these, expressed as a percentage of 
total capital at risk, added to the 
average yield on Government secur!- 
ties, gives the “economic rate of re- 
turn’ on investment. The results 
show a marked lowering of risk 
since the 1920’s: from 1922 to 1930 
the economic rate was 8.59%, in 
the 1930's it was 7.42%, and in the 
period 1938-46 it was 4.8°%%. 

He also finds that the lag between 
high activity in the new issue market 


No. 1., Delhi, Annual Subscription 15s 
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r India and heavy liquidations is 
ibout six years, giving a kind of 
irade cycle index. The causes of 
failure are not sufficiently docu- 
nented to allow of a pure analysis, 
ut in Bengal alone, the greater part 
f companies fail owing to causes 
ther than business losses. This 
points to the importance of personal 
factors in business promotion; the 
new issue market itself and the cus- 
ms and institutions allied to it 
ed a great deal of improvement. 
Faults are stifling the growth of the 
joint-stock company form of organ:- 
‘ation which has become indisren- 
able under modern conditions of 
private enterprise. 
Kevnes on the Carpet 

Dr. V. K. R. V. Rao (Director of 
he Delhi School of Economics), 
writing on “ Investment, Income and 
‘he Multiplier in an  Under- 
leveloned Economy ”, seeks to ap- 
nlv Keynesian economics to the 
Indian scene. and finds that the 
nultiplier which forms the keystone 
 Keynes’s theory will probably 
ave a negligible effect on consump- 
‘ion and production. 

The marginal propensity to con- 
ume in an under-developed country 
s likely to be not far short of unity, 
ind therefore the multiplier (the 
idditional “work” that money 
pumped into the system will do 
vhen it is spent) should be very 
‘trong. But the writer warns 
g@ainst an unintelligent anplication 
(not on Keynes’s part) of this theory. 
Deficit financing and created money 
have figured in nearly all the vlans 
for economic development of India. 


on the assumption that what is re- 
quired is an increase in the pur- 
chasing power of the people. 

“In the case of a country like 
India the secondary, tertiary and 
other. increases in income, output 
and employment visualised by the 
multiplier principle do not follow, 
even though the multiplier should 
function in a vigorous fashion. This 
is because the consumption goods 
industries to which the increased de- 
mand is directed are not in a posi- 
tion to expand output and offer ad- 
ditional employment.” And this is 
because the most important con- 
sumption goods industry is agricul- 
ture, where the supply is notoriously 
inelastic. As agriculturists are 
themselves the producers of their 
own food, the increase that follows 
in the consumption of foodgrains 
after a “pump-priming”™ of pur- 
chasing power leads to a reduction 
in the marketable surplus of these 
grains. (See Economic Digest, July, 
p. 316, where T. N. Ramaswamy 
makes a similar point.) The result 
is more likely to be a rise in the 
price of food than an increase in the 
use of the factors of production. 

Dr. Rao concludes by saying that 
taking Keynesian economics on their 
face value. the Indian economy is 
acting as if it were fully employed. 
Deficit financing and the disregard 
for thrift which are the roots of the 
Keynesian policy, do not apply to 
an under-developed country. “The 
policy that holds good for an under- 
developed country is more on the 
lines formulated by the classical 
economists.” 





YOUR QUESTIONS 
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DIGEST BOOK REVIEW 


Ten Great 


By JOSEPH A. 





Not ALL ESSAYS in this collection 
are of equal value, for the reason 
that they were written far apart in 
time, and some partook more of the 
obituaries of men than critiques of 
their writings, and the shortcomings 
of obituaries are manifest. But we 
have no hesitation in recommending 
this book to the general or the 
specialised reader, or to the student. 
It is a fitting monument to Schum- 
peter himself, and the title might 


well have read: “Eleven Great 
Economists ”’. 

The keyword to Schumpeter’s 
criticism is “balance ” He sees 


economic writings as a whole, as a 
continuing thread; he never loses 
sight of the wood of economics for 
the trees of institutions: he con- 
temns not econometrists, nor does 
he contemn those economists who 
themselves contemn econometrists. 

Nowhere is this balance better 
shown than in the first essay, which 
deals with Marx. It is one of the 
problems of the time that whereas 
other economists created schools, 
Marx (and his commentators) 
created a religion. The Marxist has 
an obvious answer to this problem, 
but the disadvantage at which the 
Marxist stands is patent: any faith 
automatically creates its equal and 
opposite faith, which may not ad- 
dress itself to the same terms as the 
original. The result is that whereas 
the Ricardian theory of value is 
criticised in terms of amused patron- 


‘Ten Great Economists”, by Joseph 
London, 





Economists 
SCHUMPETER 


age or of sympathetic but clear-eyed 
analysis, the Marxist theory of 
value is commented on as Moses 
and all the prophets (to borrow a 
Marxian phrase) or as Beelzebub 
and the Clappers of Hell. 

Bearing in mind that Schumpeter 
is regarded as the ardent exponent 
of capitalist economics, let us with 
his help see where Marx fits into 
economic history, for Marx like 
ordinary men was not the result of 
a virgin birth: 


On Marx 

“Marx was a pupil of Ricardo. 
He always used Ricardo’s tools. He 
fell in with the ordinary run of the 
theorists of his own and also of a 
later epoch by making a theory of 
value the cornerstone of his theoreti- 
cal structure, and his theory is the 
Ricardian one. Both say that the 
value of every commodity is (in 
perfect equilibrium) proportional to 
the quantity of labour contained in 
the commodity. Both measure this 
quantity in hours of work and use 
the same method in order to reduce 
different qualities of work to a 
single standard. Neither has any- 
thing useful to say about monopoly. 


Both answer critics by the same 
arguments. 

“Everybody knows that _ this 
theory is unsatisfactory. But for 


economics as a positive science, it 
is more important to ask how the 
labour theory of value works as a 


A. Schumpter, George Allen and Unwin, 


1952, 21s. 
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tool of analysis, and the real trouble 
with it is that it does so very badly. 
It does not work at all outside per- 
fect competition; even in_ perfect 
‘ompetition it never works smoothly 
except if labour is the only factor 
f production and if labour is all of 
one kind. 


“The theory that replaced it— 
the theory of marginal utility—may 
claim superiority on many counts, 
but the real argument for it is that 
it is much more general and applies 
equally well to cases of monopo's 
and imperfect competition, and to 
the presence of other factors and of 
labour of many different kinds and 
jualities. But it is incorrect to call 
he labour theory of value * wrong’. 
In any case it is dead and buried.” 

Our quotations so far might give 
the impression that Schumpeter in- 
tends to demolish Marxian theory 
completely; this he does not do. 
* Marx,” he says, “saw the process 
of industrial change in capitalist 
society more clearly and he realised 
its pivotal importance more fully 
than any other economist of his 
time. This does not mean that he 
correctly understood its nature or 
orrectly analysed its mechanism. 
With him, that mechanism resolves 
itself into mere mechanics of masses 
of capital. . . . But the mere vision 
of the process was sufficient for 
many of the purposes Marx had in 
mind.” 


We think that this ts in itself a 
fundamental ‘“ mechanism” 
namely, that it is the enthusiasts 
who build their structures and gloss 
over the cracks with eristic (lies, if 
you like) that are most successful 
in bringing problems to the atten- 
tion of the world. The “use” of 
enthusiasts is just this: the very re- 
sistance, criticism and name-calling 


that they bring out are steps towards 
further enquiry. Had there not 
been a Marx, it would have been 
necessary to invent him for the in- 
scrutable “ purposes ” of science. 

We have quoted at length from 
what is only a part of the book, in 
order to show that Schumpeter is so 
good to read in that he does not 
assume too much in the reader. 
Unfortunately, this leaves us with 
only a smal! space to devote to the 
other giants which are the subject 
of other chapters. 
On Walras 

“The whole of pure economics 
rests with Walras on the two condi- 
tions that every economic unit wants 
to maximise utility and that demand 
for every good equals supply. To 
find exact forms for the phenomena 
whose interdependence is given us 
by experience, to reduce these 
forms to, and derive them from, 
each other—this is what the phy- 
sicists do, and this is what Walras 
did. And Walras did it in a new 
field which could not draw on cen- 
turies of preparatory work.” 


On Menger 

“Menger’s theory of value, price 
and distribution is the best we have 
up to now.” This was written in 
1921. The essay on Menger in- 
cludes a pocket history of economic 
theory from 1700—1900. 


On Marshall 

“He did not wish to frighten lay- 
men. He wanted—strange ambi- 
tion!—to be read by business men. 
And yet practically all the most use- 
ful geometrical illustrations used in 
classroom teaching we owe to Mar- 
shall.” Marshall was the architect 
of economic statics, and discovered 
“a whole Copernican system by 
which all the elements of the 
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economic universe are kept in their 
places by mutual counterpoise and 
interaction. He devised those handy 
tools everyone knows, such as sub- 
stitution, the elasticity coefficient, 
consumers’ surplus, quasi-rent, in- 
ternal and external economies, the 
representative firm, prime and 
supplementary cost. and the long 
and the short run.” 

The essay on Marshall is the 
most glowing, and the impression 
left in the reader is that of an 
economist really great, universal, 
and yet one who “clothed his ana- 
lytical skeleton in the flesh and skin 
which his observation of business 
facts found it easy to assemb!e.” 
On Bohm-Bawerk 

“He gave us an all-embracing 
theory of . interest, of the net 
return to capital, the most difficult 
and the most important in econo- 
mics. Its importance stems from 
the fact that nearly all of our insight 
into, and our whole attitude towards 
the nature and meaning of capital- 
ism depend on our view of the 
meaning and function of interest 
and profit. His name has been in- 
separably joined to the theory of 
marginal utility, which will perish 
only with our science.” 

This essay is the more interesting 
since it contains what we might call 
Schumpeter’s own “Critique of 
Pure Theory ’ 

On Keynes 

The nearest thing to harsh criti- 
cism to be met with in this book is 
directed towards Keynes. Keynes 
is accused of work which betrays 
hurried writing and sketchy analysis. 
“The General Theory is imple- 
mented by means of three schedule 
concepts: the consumption func- 
tion, the efficiency-of-capital func- 
tion, and the !iquidity-preference 
function. 


These together with the 





DIGEST 


and the 


equally 
given quantity of money ‘determine’ 
income and ipso facto employment 


given 


Wage-unit 


(if and so far as the latter is 
uniquely determined by the former), 
the great dependent variables to be 
‘explained ’. What a cordon bleu to 
make such a sauce out of such 
scanty material!” This sentence 
could read, of course, as admiration 
rather than accusation, but Schum- 
peter insists that in calling the 
theory a “ general” one Keynes was 
claiming a great deal more for it 
than it can comfortably sustain. 


“ Professor Hicks was correct,” 
he says, “in calling Keynes's 


economics the economics of depres- 
sion.” Indeed, others have gone 
farther since then (1946) in reduc- 
ing Keynes’s work to the stature of 
a suggestive description of one parti- 
cular depression. 

Be that as it may, Schumpeter 
does not lose sight of the fact that 
“before the appearance of the 
General Theory, economics had 
been growing increasingly complex 
and increasingly incapable of giving 
straightforward answers to straight- 
forward questions. The General 
Theory seemed to reduce it once 
more to simplicity, and to enable 
the economist once more to give 
simple advice that everybody 
understands. Even here the sharp- 
eyed reader will not miss the modal 
verb “ seemed ”’. 

Etcetera 

The remaining four of the ten 
giants are Taussig, Irving Fisher, 
Pareto and Wesley Mitchell. The 
essay on Pareto is perhaps the least 
happy of all, the essay on Wesley 
Mitchell deserves to be read parti- 
cularly in Britain, where Mitchell’s 
place in theory is not well known. 
There are short appendices on G. F. 
Knapp, Wieser, and Bortkiewicz. 

A. B.C. 
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How to Dodge Exchange Control 


By A. H. vON KLEMPERER 


Markets exist for under-the-counter currencies of every shade from 


off-white to black 


MOST FOREIGN payments in the 
United States are effected along 
“traditional” lines in whatever 
manner experience has_ proved 
most practical for the type of 
merchandise or transaction—cable 
transfers, air or surface mail trans- 
fers or bank drafts. 

But a number of non-traditional 
practices have developed in recent 
years as a result of the trade and 
payments restrictions established 
by other governments. These prac- 
tices account for only a small part 
of total U.S. foreign payments. 


* 


1. Commodity Switching 


Here goods purchased with a 
soft currency ostensibly for a given 
market are trans-shipped to the 
United States for dollars. This 
type of transaction has these ad- 
vantages for the purchasers and 
the middlemen: The U.S. importer 
obtains his goods more cheaply, 
since his payment in dollars to the 
middleman will be at a rate which 
represents a discount on the official 
dollar/soft-currency rate. The 
middleman succeeds in converting a 
soft currency into a hard one which 
can in turn be converted into 
domestic currency at a premium on 
the black market, or used to buy 
American goods to be resold at a 


handsome profit. The broker who 
has brought together the middleman 
and the U.S. importer receives a 
liberal commission which, in the 
case of transferable and bilateral 
sterling amounted to as much as five 
cents per £ in the early days of 
switching. 

Commodity switching deals can 
be very complicated, as many as 
four or five countries being involved. 
But they all have this in common— 
they arise from regulations restrict- 
ing the convertibility of certain cur- 
rencies into hard currencies. 

Currencies involved include bi- 
lateral and_ transferable _ sterling 
(most prominently), German “ off- 
set” marks and dollars, various 
types of Belgian francs, Canadian 
“special arrangement” dollars, and 
certain types of French francs and 
Dutch guilders. “Cheap” sterling 
(i.e., sterling offered to dollar 
countries at heavy discounts) has 
been used to pay U.S. exporters 
where countries have been suffering 
from an extreme lack of dollars. 


* 


2. Black Market Currency Deals 
Black Market payments received 
by Americans through transfers out- 
side regular banking channels are 
usually the result of the liquidation 
of capital abroad, i.e., the conver- 


From “ Foreign Payments Practices in the United States’, 
International Monetary Fund Staff Paper, Washington, April 1952 
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sion of foreign balances which could 
not otherwise be transferred. Similar 
payments made from the United 
States reflect the reluctance of 
Americans to make foreign transfers 
at the official rates. 

Technically, these black market 
transfers are generally effected in 
this manner: The American turns 
over dollars to an exchange dealer 


in, say, New York, who in turn 
credits these dollars to his “ con- 
tact” abroad. The latter pays the 


domestic currency equivalent to the 


beneficiary through normal chan- 
| 


nels. Because of the risk of detec- 
tion by the authorities, cash pay- 
ments are usually preferred and 
command a premium. All pay- 


ments are made at a rate below the 
official rate and attractive to the 
dollar-payer. The foreign contact 
can pay this rate because he can 
dispose of the dollar credit at a 
premium in his home country, such 
credits being not available legally. 

Since 1945, the black market has 
been extensively used for payments 
to France, Italy, Greece, Austria 
and Germany, and payments to al- 
most every country in the world can 
he made through it. 

A variation of this kind of trans- 
fer is the growing practice of pur- 
chasing foreign bank notes” in 
America and posting them to friends 
abroad. Since it is illegal to re- 
import these notes (which have 
often been smuggled out in the first 
place) the American can obtain 
them at a discount. The payer 
rarely worries about (and often is 
1ot aware of) the fact that his re- 
mittance contravenes the postal 
regulations as well as the foreign 
country’s currency control. The 
demand for bank notes for this kind 
of operation forms an important 


part of the New York bank note 
market. 


ECONOMIC 


DIGEST 


Again, the quotations at a dis- 
count are a result of restrictions in 


the foreign country. Before ex- 
change control, bank note rates 
varied from parity by only the 


amount of the shipping charges and 
dealers’ profit margins. 
* 

3. Share Switching 

Arbitrage in international securi- 
ties is not new, but it has taken on 
new forms because of restrictions 
abroad on the export or import of 
securities. U.S. holders of British 
securities, for instance, cannot sell 
them in Britain and repatriate the 
proceeds at the ojficial rate; they 
may. however, sell them to other 
Americans against dollars. Because 
he is unable to convert the foreign 
currency proceeds at a legal rate. 
the American buyer will expect to 
obtain them at a discount. There 
exists an active market in British 
securities in America, and the rate 
a Which these “switch” or 
‘securities sterling deals are car- 
ried out is established as follows: 
A security which would be sold in 
London against inconvertible sterl- 
ing for, say, £100 is bought by one 
American from another for $230 
The rate for switch sterling would 
be $2.30 to the £. 


* 


4. Trading in Blocked Balances 
Dealings in blocked balances 
were practised even before World 
War IJ. particularly in the various 
types of German mark. Since the 
war, this kind of activity has not 
been very important, except in con- 
nection with commodity switching 
In March 1951, a market developed 
in New York in the new German 
mark when regulations permitted 
transfer of such balances between 
foreigners. Rates for these dealings 
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have been considerably below par. 
Recently there has also been a mar- 


ket for certain French and Italian 
blocked balances accumulated 
largely from the sale of capital 
assets. 

* 


5. Twilight Exchange Market 
A special exchange market has 


developed in America to accommo- 


transactions described 
For security arbitrage the 


date the 
above. 


market is largely made by stock- 
brokers and security dealers. 
A number of these houses are 


ilso engaged in exchange dealings 
for certain kinds of commodity 
vitches, because they believe that, 
despite the illegality according to 


foreign laws, these are legal under 


2d 
‘A 
~ 


U.S. law, and that brokers are 
merely acting as intermediaries who 
receive a commission for bringing 
the two parties together. 

The commercial banks have shied 
away from any of these transactions 
(except for certain blocked balance 
deals which are legal on both sides) 
because they are fearful of having 
their names mentioned in connection 
with a transaction violating the laws 
of any country. 

* 

Footnote: Pick’s World Currency 
Report mentions, as at April 30. 
1952, three different rates of 
sterling: Transferable at $2.535 to 
the £, Security at $2.44, and Resi- 
dential at $2.455. See also Economic 
Digest, May 1952, p. 194. 





UNITED NATIONS BUDGET: 
At the Sixth Session of the United Nations 


THE FIGURES 


in Paris, the proportions 


of the 1952 U.N. expenses to be paid by the various members were as 


follows: 
Britain and the Commonwealth : 


United Kingdom 10.56 
Canada 3.35 
Australia a; 
N. Zealand 50 
India 353 
Pakistan .79 
Union of South Africa 90 
Total 71.40 
United States: 

U.S.A. 36 90 
Cuba 0.33 
Philippines ‘9 Oo 
Total 37.5? 

Notes: |. 


expenses relating to those 


Russia and Sate Llite .) 

U.S.S.R 9.85 
Ukraine 1.30 
Poland 1.36 
Czechoslovakia 1.05 
Byelorussia 0.34 
Total 13.90 
China S75 
France 5.75 
Belgium 1.35 
Holland 1.27 
Sweden 1.73 
Yugoslavia 43 


All South American countries 4.81 


A number of non-member states who have signed the agree- 
ments relating to narcotic drugs also share a j 
agreements. 
Germany, Italy, Japan and Switzerland. 


very 
alia. 


small part of the 


Inter they are Western 


2. The total budget for 1952 is $48.096.780, as against $48.925.500 


for 1951 


actual after supplementary estimates. The 


General Assembly 


is estimated to cost about $1,500,000, official records and publications about 


$1,600,000, investigations and 
sums are: Headquarters at 
$4,840,000, technical 


(except E.C.E.). 


programmes 


enquiries about 
New York $28.130.000, 
and 
Under “ Hospitality 


$5.500.000. The largest 
Office at Geneva 


economic commissions $3,100,000 


* there is the figure of $20,000) 
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Pakistan Needs Help 


[HE Wortp BANK has lent $34 
million to Pakistan to help reclaim 
waste land in the Punjab. This is 
additional to the loan of $27 million 
in March, 1952, for railway recon- 
struction. The land to be reclaimed 
is some 660,000 acres in the Thal 
desert lying between the Indus and 
Jhelum rivers. Irrigation canals are 
already dug, and the new loan will 
be applied to the purchase of farm 
and ditching machinery. 

The project will take about five 
years. Cleared land will be divided 
into I5-acre lots for one family. 
Some 44,000 families, mostly re- 
fugees, will be settled on the farm 
land and a further 10,000 families in 
the market-towns being founded. 


The soil is favourable for the 
growing of wheat, sugar and cotton, 
and the climate is such that two 
crops a year are possible. As a re- 
sult of the new farms and new 
towns, the national income is ex- 
pected to increase by $21 million a 
year. 

Agriculture is the basis of Pakis- 
tan’s economy—over 80 per cent of 
the population is engaged in it, and 
nearly all Pakistan’s exports are 
agricultural (raw cotton and raw 
jute make up over 80 per cent). The 
population is growing at the rate of 
900.000 a vear at present and the 
food problem is intense. 
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The foreign trade situation looks 
grim. Owing to declining sales, wool 
duties and export taxes have had to 
be abolished. A  “ floor-price” 
programme for jute is in operation, 
but criticism of it is forthcoming 
both from the big banks and from 
the small trader. Trade with India 
has dwindled, and there are rumours 
that the Pakistani rupee, which 
stood out against the 1949 devalua- 
tions, may have to be devalued after 
all. 

“ Pakistan,” London, June 17, 1952, and 
Eastern Economist, New Delhi, June 13, 


a aes 


Sweden Gets Out of 
the Wood 


THE SWEDISH economy appears to 
be well on the way to stability now, 
after a prolonged bout of inflation. 
True, there are heavy wage claims 
on the cards for this year, and some 
fears are expressed for Sweden’s ex- 
ports. But the worst of the adjust- 
ments are believed to be over. 


Early in 1951, some government 
subsidies were abolished, and at the 
same time the wage-freeze was taken 
off. The result was to raise the 
wage-level and the cost of living 
equally by about 20 per cent. This 
rise was not however a_ sudden 
phenomenon—it was the accelerated 
continuation of rises during the pre- 
vious year. 

During the second half of 1951, 
buyers’ resistance began to make it- 
self felt in Britain and the U.'S.A.— 
textiles, footwear and furniture. The 
terms of trade turned in favour of 
the country, and stocks of imports 
were built up to a safer level than 
they had been. Foreign trade has 
been the most decisive factor in 
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Sweden's recovery: the average ex- 
port price level rose 58 per cent 
above that of 1950 and imports rose 
only 29 per cent in price. The 
volume of exports rose 2 per cent, 
that of imports 17 per cent. The 
net result has been a surplus in the 
balance of trade, instead of a deficit 
which had persisted since 1946. 

Over half of Sweden’s exports are 
of timber, pulp and paper, and it Is 
in these that price increases were 
most marked. Sweden’s shipping 
earnings increased phenomenally, 
too, showing a net revenue of Kr.950 
million. 


Bureau, 
1952. 


Swedish-International Press 
Stockholm, May-June 


Malta Lives on Defence 


MALTA its in the grip of an econo- 
mic and social crisis of disturbing 


proportions. 
Summarized in its briefest form, 
the crisis consists in too many 


people trying to live off resources 


that are too few and that cannot 
be substantially increased. This 
formula applies, no doubt, with 
greater or less degree, to many 


places in the Empire, but nowhere 
with such force as in Malta. 

The colony produces practically 
nothing except a little food, some 
hand-made lace, and any amount of 
building stone. Most of the neces- 
sities of life it has to import; and 
being in the position of one who 
takes in without giving out, it is at 
the mercy of rising world prices. The 
population is about 315,000 with a 
net annual increase of some 8,000 
which emigration, vigorously pur- 
sued as a policy since the war, does 
not seem to succeed in compensat- 


Ing. 


ad 
Ji 
Al 


There is, it is true, one other in- 
dustry, represented by the money 
spent by the United Kingdom in 
Maintaining its naval, military and 
air establishments. In fact, with 
about 13,000 men in the dockyard, 
the Admiralty is the colony’s largest 
employer. But this, as the Maltese 
are quick to point out, Is an unpre- 
dictable and unsatisfactory trade on 
which to depend for a livelihood. 

It means that for strategic, econo- 
mic or other unforeseeable reasons 
decisions could be taken in London 
which overnight could change for 
the worse the whole Maltese situa- 
tion. The dockyard now employs 
in fact more men than it did before 
the war, and with the coming and 
going of the Allied ships engaged in 
N.A.T.O. training exercises in the 
Mediterranean, the Grand Harbour 
is a scene of constant activity. But 
that does not alter the fact that de- 
fence forms a shaky foundation for 
the economy of an overcrowded 
island 

The Times Review of the British 


Colonies. Summer, 1982. 


Germany Must Import 


More 


WITH the change-over to a buyers’ 
market, the problems of German 
foreign trade have radically altered 
She tends to show higher export 
balances (except v/s-d-vis the dollar 
area) because of slackening imports, 
not only from her E.P.U. partners 
but also from the Sterling Area and 
Latin America. But export difficul- 
ties must follow these import diffi- 
culties. Although the balance of 
trade need not always be cancelled 
out by other items in the balance of 


payments (debt services, transport 
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payments, etc.) nevertheless her ex- 
port balance is increased by such 
items, and it is obvious that Ger- 
many does not import enough. 
Only with the dollar area has 
Germany got an import balance; 
were her foreign trade a composite 
whole, this import surplus could be 
offset against soft-currency export 
surpluses. Until convertibility comes 
this is not possible. So Germany 
must import from the soft-currency 
areas, unless she wants to see her 





SNAPSHOTS 





\ project to lay a cross-Channel cable 
between Britain and France to. carry 
clectric power either way is being spoken 
ot. Advantages are: daily peak loads tn 
the two countries are an hour apart and 
could be “ dove-tailed “; and seasonal 
loads) on hydro-electric and thermal 
stations ditter—-Britain’s thermal stations 
could take part of France’s load in the 
summer while the head of water 1s 
illowed to build up on the Continent. 
and when consumption rises in the win- 
ter, France's hydro stations could relieve 
the British steam-generators. 


Coal exports from BRITAIN are ris- 
ing: up to the middle of June, 1952, the 
vearly rate of export was 9 million tons. 
compared with a yearly rate in the same 
period of 1951 of 6 million tons. Actual 
tonnages were: 1950 13.5 million tons, 
1951 7.8 million tons, against a 1938 ton- 
nage of 35.8 million. 

Every 
natural rubber means a_ loss. to 
MALAYA of $12 million in_ gross 
national income. and of $2 million in 
revenue from export taxes. From March. 
1951, to March, 1952, the price fell some 
43 cents. 

SOUTH AFRICA is now predomin- 
antly a manufacturing nation. Latest 
national income figures show that where- 


as agriculture made up 18 manufac- 
turing contributed 24%. The gold-min- 
ing industry contributed 11°. other 


metals and minerals 4°. 


ECONOMIC 


one-cent fall in the price of 





DIGEST 


export industries wrecked on the 
currency rocks. 

Germany has reached a $200 mil- 
lion export surplus with her E.P.U. 
partners. Will she resort to special 
liberalisation of trade with the 
Union’s members and with the cur- 
rency areas that go with them? The 
difficulty arises that in some cases 
imports will have to be increased 
from markets in which prices are 
higher than in the dollar area. 
Handelsblatt, Diisseldorf, June 23, 19582 


The question of foreign investment in 
the oil industry of BRAZIL has reached 
an impasse. Vocal opinion within Brazil 
says that foreign investment brings poli- 
tical strings, and must be avoided, Others 
say that the threat of nationalisation 
would look after that. Not so vocal, 
but equally firm, opinion outside Brazil 
savs that investment in such countries 
is such a bad risk that it is not worth un 
dertaking. So despite the fact that no 
oil will come out of Brazil without either 
foreign lending or swingeing forced sav- 
ing by taxation, both borrowers and len- 
ders are saying “no.” 


The Schuman Plan has now been rati- 
fied by its six member nations: Italy, 
France, West Germany, Belgium, Nether- 
lands and Luxembourg. Last to ratify 
was Italy, on June 16, 1952. 


TURKEY is becoming more of an 
agricultural nation again. Of its 1951 
national income of $3,250 million, agri- 
culture is calculated to have taken 59%, 
instead of 55° the previous year. 


The Volga-Don Canal, 63 miles long, 
uniting 18,700 miles of waterways in the 
Volga Basin and 8,000 miles in the Don 
and Dnieper basins, is complete and 
Moscow is now a “ port” connected with 
the Baltic and the Caspian direct. Con- 
nected with the canal is a giant hydro- 
electric station at Tsimlyansk with a 
capacity of 160,000 KW. 


Sources include: Financial Times, Lon- 
don; Eastern Economist, New Delhi; 
Bank of London and South America: 
News from Turkey, London; Mining 


Journal, London; The Economist, Lon- 
don. 
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Dollars 


Cannot Save 


Searching the Colonies for dollar-savers offers no long-term solution 


PRODUCERS must have confidence 
in the demand for their products 
over a sufficiently long period of 
time. What reasons are there for 
believing that there is a long-term 
market for greatly expanded pro- 
duction in the countries of the Com- 
monwealth and Sterling Area’? 

The United Kingdom is an ob- 
vious Outlet, particularly for those 
products which it has at present to 
mport from the dollar countries 
The ten most important of these 
ire. 

Tobacco 60 
Crude oil 30 
Raw cotton 29 


Aluminium 78 
Maize 20 


Wheat & flour 64 
Raw sugat 43 
Sawn softwood 27 
Unwro't copper 31 
Woodpulp 13 

The percentages given above are 
of Britain’s total requirements, of 
those products, which come from 
the dollar area. 

Britain could be a large market 
for sterling grain. But the areas in 
the Commonwealth where it could 
be grown are limited. Sugar produc- 
tion is already being expanded to 
what is considered to be its econo- 
mic limit. The possibilities of sub- 
sttuting Empire Virginia - type 
tobacco” for American are also 
limited until the British smoker be- 
comes less fastidious and acquires a 
new taste. 

Zinc production could be de- 
veloped to replace dollar supplies, 
provided that smelting and refining 
capacity were also increased. Elec- 
trolytic refining of copper is being 
increased and soon the Common- 


wealth will supply most of tts own 
needs. Aluminium is to be produced 
on the Gold Coast, but there ts little 
or no scope for developing the pro- 
duction of nickel or molybdenum o1 
indeed of elemental sulphur, though 
pyrites sulphur is being produced tn 
Cyprus 
Production — of 
cotton could be 
siderable expense and trouble. But 


American type 


increased at con- 


the scope for either softwood ot 
pulpwood is limited. The Sterling 
\rea possesses large reserves of 


crude off, but it stall lack 
refining capacity 


adequate 


Phere is a market in: Britain for 
a number of primary products to 
replace those from the dollar area 
But nobody would suggest that such 
a market is necessarily a long-term 
one. It exists at the moment be- 
cause the dollar shortage prevents 
the convertibility. of sterling 

If the United States were to im- 
port raw materials on a large scale. 
or if it were to become a large over- 
seas lender, the dollar shortage 
would diminish, the range of con- 
vertibility would increase, and the 
protected market in Britain for the 
increased Commonwealth  produc- 
tion would contract. 

Development as part of an autar- 
kic policy could in the end lead only 
to a reduced standard of living and 
a contracting economy, as events 
have shown quite conclusively both 
in recent times and during past cen- 
turies. This is also assuming the 





From “Commonwealth Development 


I! Long-Te ron 


Economist, London, June 14, 1952 


Markets, ; 
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Commonwealth as a whole would 
tolerate such a policy. 


Smokenote: The President of the 
Board of Trade said in the House 
of Commons recently that 42 per 
cent of the tobacco retained in 
Britain for home consumption was 





from the Commonwealth. A ques- 
tioner asked whether, therefore, 
about half the tobacco in so-called 
Virginia cigarettes did not come 
from Virginia. The President parried 
this question, but the inference is 
that the British smokers’ taste is, at 
least in part, changing willy nilly. 


Capital for the Commonwealth 


Capital was never so much wanted—never so much contemned 


SINCE THE WAR the word capital has 
fallen into disrepute, its mere men- 
tion conjuring up into some people’s 
minds—particularly in the under- 
developed countries—the spectres of 
oppression, social injustice and even 
poverty. It is one of the paradoxes 
of the modern world that no pre- 
vious generation has made such 
demands upon capital, and yet no 
previous generation has been so 
contemptuous of capital and _ its 
providers. 

Those who believe in the develop- 
ment of the Commonwealth cannot 
be forced to love capitalists, but it 
is compulsory for them to cherish 
capital. 

It is not easy to name a figure 
for the capital requirements of the 
Commonwealth and sterling area. 
Fhe Colombo Plan alone will re- 
quire £1,084 million of outside 
finance over a period of six years. 
The cost of colonial development is 
it least £500 million over a period 
not much longer. These figures em- 
brace only the relatively large pro- 
jects: there will have to be a mass 


From “ Commonwealth Development 


of smaller ones if development is to 
be well rounded. 

The lowest figure that can safely 
be put on the capital requirements 
of the whole Commonwealth must 
be about £500 million a year, and 
may be much more. No govern- 
mental corporations, British, inter- 
Commonwealth or international, are 
going to find as much as that. 


Capital is Where You Save It 

Genuine national savings in 
Britain, with the element of pure 
inventory appreciation removed 
from them, are totally inadequate to 
provide anything like £500 million 
a year. Saving is a dying art in 
Britain, and without either a very 
large relaxation of taxation on the 
rich, or a sharp reduction in the 
demands of the poor for a high level 
of consumption, it is hard to see 
how the total of savings can be ex- 
pected to increase. 

London has continued to perform 
its function of provider of long- 
term capital for the Commonwealth, 
but it has done so only at the cost 


IV. The Question of Capital,” 


Economist, London, June 28, 1952 
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CAPITAL FOR THI 


of running down the reserves of the 
sterling area and piling up  short- 
term debts to the members of the 
sterling area. This is crazy finance, 
and it obviously cannot go on for 
ever. 

There is capital available in some 
European countries--Sweden, Swit- 


zerland, perhaps increasingly in 
Germany. But in overwhelming 


measure “ non-British capital” must 
mean “American capital”. For 
some time after the war, the British 
freasury seemed to pursue a policy 
of discouraging American invest- 
ment ia the Commonwealth, partly 


COMMONWELALTH 


perhaps out of pride, partly out of 
apprehension of the burdens that 
the service of such loans might put 
on the dollar account. But latterly 
the attitude has appeared to change, 
as it has become apparent that 
Britain will not for a long time be 
able to find all the capital needed. 

There is little doubt that the U.S 
has the savings. The sums that the 
Commonwealth requires are no 
more than a small! fraction of the 
buoyant savings of the American 
people. Nor does the American 
balance of payments create an ob- 
stacle. 


India’s Handloon Industry 


By Sir Josrepu Kay 


NO REVIEW of the Indian cotton 
textile industry can omit reference 
to the handloom industry of India 
and the great, though often ignored, 
important part it plays as supplier 
of cloth of many kinds for domestic 
use, and taker of the surplus yarn 
produced by mills. Before the war. 
it may be noted it absorbed about 
one-third of the total yarn produced 
by the Indian mills. As in other 
countries, its history takes one back 
to the days when it supplied most 
of the needs of the people not only 
in India, but also of the Middle 
East, but the opening of the Suez 
Canal, the invention of the locomo- 
tive and the introduction — of 
machine-made cloth, all hastened its 
decline. 

But, in the natural order of pro- 
gress, the latter part of the nine- 
teenth century saw handloom 
weavers adapting their looms to the 


From Paper read to Roval Society 


use of mill spun yarn and on this 
the industry developed, for, as I 
have already indicated, the earlier 
cotton mills were purely spinning 
mills and so little competition ex- 
isted between them and the hand- 
loom industry. In fact. they were 
complementary to each other and it 
is interesting to find, from such re- 
cords as are available, that, in the 
period 1896-97 to 1900-01, whilst 
Indian mills used only 8&5 million 
Ibs. of yarn, the hand!ooms 
sorbed as much as 200 million Ibs 
of yarn. With the advent of more 
power looms in the Indian 
however. the scene changed. with 
the result that the production of 
hand!com cloth declined from 1,088 
million yards in 1914-15, to some 
500 million vards in 1919-20. 

Other forces were, of course, at 
work, namely, the introduction of 
power looms and the sartorial habits 


ab- 


mills, 


of Arts, London, Mav 15, 1952 
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of the people towards greater sim- 
plicity and plainness, both of which 
favoured mass production and put 
a premium on mill-made cloth. 
Thus, the taste for ornamental cloth, 
such as lace and bordered dhoties 
and chadders, etc., began to wane; 
an instance of which might be 
quoted was the decline in the de- 
mand for even handwoven turbans 
which, by the way, has practically 
disappeared. Recently, eflorts have 
been made by Government to re- 
serve particular fields of manufac- 
ture for handloom industry; for in- 
stance, the mill industry can no lon- 
ger produce certain types of dhoties 
and sarees, lungis and sarongs, chad- 
ders, sheets, counterpanes, gauze 
cloth, bandage cloth, jaconets, dus- 
ters, napkins, etc., etc. Special 
assistance is also given to the hand- 
loom industry in the matter of ex- 
port quotas. Thus, there is no ex- 
port duty on handloom goods, and 
handloom goods can be freely ex- 
ported. 

A Fact Finding Committee ap- 
pointed by the Government of India 
in 1941 reported that the number of 
handlooms in undivided India in 
1940 was about 2.200.000, of which 
1.700.000 were active, and that over 
1.400.000 looms were engaged in 
weaving cotton, 99,000 looms on 
wool, 371.000 on silk, 25,000 on art 
sik and 100,000 on other textiles, 
and that these looms were scattered 
throughout India, the greatest num- 
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ber being in Assam, Madras, and 
the Punjab. The number of workers 
engaged in this industry—whole and 
part-time—is estimated by the Fact 
Finding Committee to be some 
2,400,000—this apart from the great 
number of people doing auxiliary 
work. 

In the past, the handloom weaver 
was an independent worker, but to- 
day a considerable number of them 
work for a wage under a master, 
weaver, or “ Mahajan.” Neverthe- 
less, the condition of the industry is 
still greatly unorganized, with most 
of the weavers working in their 
homes and there is no facility for 
collecting periodical returns. 

The purely independent cottage 
system prevails mainly in outlying 
districts or undeveloped areas and, 
owing to lack of finance, centres 
have developed around many of the 
larger towns throughout India, 
where output can be marketed by 
the middleman who also guarantees 
the weaver a definite wage without 
his having to take the risk of any 
fluctuations which might take place 
in the selling prices for cloth. This 
dependence on the middleman has 
serious drawbacks, such as the sup- 
plying of yarn of inferior quality, 
the withholding of the correct mar- 
ket prices for manufacturing goods, 
and so on, all to the detriment of the 
weaver, whose poverty and helpless- 
ness prevent him from taking such 
action as will ensure him a proper 
reward for his toil. 





HISPFORICAL ANTAGONISTS RECONCILED—A CORRECTION 
On page 309 of Economic Digest for July, 1952, the excerpt from 


Henry Smith’s “Introduction to 


Economic Organisation ” 
misprint which rendered the argument neatly into nonsense. 


included a 
The sentence 


reads “If high unemployment were to be maintained in Great Britain 
or the U.S.A. for twenty years, there would be such a wholesale change 
in the social structure that many of the tenets of the individualist society 


would have to be modified...” 
ment were to be maintained 


publishers. 


This should have read “ If high employ- 


Our apologies to the author and 
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The comparison above is between January or February, 1951, 
and the same period of 1952. Figures on which it is based are 
irom the International Labour Organisation of the United Nations. 











U.K. Govt. Has Not Restored 
Traditional Monetary Policy 


By PROFESSOR R. F. Kann (Cambridge) 


WHY DO we in Britain not encour- 
age the engineering industries to ex- 
pand as they did during the war 
instead of restricting the demands 
placed on them? Mr. Butler’s 
answer was that “having regard to 
the supplies of steel which are 
likely, we could not avoid the in- 
vestment cuts, since without them 
there would not have been enough 
for home and export together”. 
And so the whole thing boils down 
to shortage of steel. It is on the 
fact of a shortage of steel that the 
Government’s policy is essentially 
based. 

And by the same token it is com- 
plete nonsense to talk about a 
restoration of traditional monetary 
policy. In 1951 Britain was the 
only steel-producing country in the 
world which failed to produce more 
steel than in 1950. World output 
rose by eleven per cent, whereas 
ours fell by four per cent. 

Shortage of scrap has been the 
big difficulty: in 1950 we got a lot 
of scrap from Germany, in 1951 
very much less. Possibly we could 
get more scrap from abroad, and 
certainly more iron ore, if we had 
more coal to offer for export as a 
bargaining counter. More coal will 
also be needed to provide coke for 
the additional blast furnaces which 
are being erected. 

lhe whole intricate business calls 
for intense drive and co-ordination. 


From “ Britain's Economic Position, 1952”, 


In other countries it seems likely 
that there will soon be a good deal 
of steel to spare, particularly in the 
United States. In 1951 American 
steel production had increased in 
one year by one-half of our own 
total production and American 
steel capacity is still expanding. 
Belgium and Luxembourg are ac- 
tually discouraging their exports of 
steel in order to assist the solvency 
of the European Payments Union. 


Of course we must be prepared to 
pay dollars for the steel if we want 
it. It is needed to make our indus- 
tries more efficient. It will spell 
suicide if we cannot afford the dol- 
lars required. The danger to my 
mind is that the question will not be 
allowed to arise. A policy of dis- 
couraging investment, particularly in 
so far as it is based on dear money, 
is slow in getting into its swing but 
has great momentum. It would be 
difficult to revive the domestic de- 
mand for the plant and machinery 
even if the steel were there later on. 


But the steel will not be there 
without trouble and expense and 
the temptation will be to avoid the 
trouble and expense and carry on 
with the discouragement of indus- 
trial investment, particularly if by 
then the Government have been 
bamboozled by their critics into 
thinking that their object is not 
merely to eke out the available steel 
to the best advantage but to exer- 


Talk in the Third Programme, The 


Listener, London, July 3, 1952 
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TRADITIONAL MONETARY POLICY 


a really damping effect on the 
economy generally. It is most 1m- 
portant to recognise that the tradi- 


yal policy of credit restriction 
would mean restriction of invest- 
ment even if steel were available, 


and that is something quite different 
from what the Government says its 
policy is. 

But steel is not enough. The 
position in the engineering industries 


is that if we had some steel we 
could have some machinery—if we 
had some manpower. 

What about engineering man- 


power, of which there is still a short- 
ige? We did pretty well in the war 
n building it up. It is no use trying 
to divert manpower into the engin- 
eering industries if there is no steel 
to set it to work on. My own view 
is that better use could be made of 
the steel now available. 


But the Government sees no 
point in cutting consumption in 
order to divert labour into engineer- 
ing industries which are jammed in 
a bottleneck of steel. It follows, 
however, that as and when. this 
bottleneck is widened—as and when 
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more steel can be secured—the pro- 
duction of consumer goods should 
be curtailed so as to release jabour 
for the manning up of the engineer- 
ing industries. 


How should this be done. as and 
when the time comes? The conven- 
tional answer is: give another turn 
—or several more turns—to the 
screw of credit restriction. 


That conventional answer is based 
on a simple logical fallacy. If credit 
restriction is carried sufficiently far 
to affect the production of consumer 
goods, it does so by reducing the 
production of capital goods—in- 
cluding plant and machinery—so as 
to reduce general purchasing power. 
Obviously we cannot hope to divert 
labour into the production of plant 
and machinery, if the method of 
releasing the labour is to secure a 
reduction in the output of those 
goods. So the conventional answer 
is no good, to put it mildly 
We shall have to rely on direct con- 
trols and on taxation, particularly 
purchase tax, to promote a diversion 
of productive resources from con- 
sumption to investment. 


U.K. NEEDS MORE “UNPRODUCTIVE * WORKERS 


It was long since exposed as a fallacy that labour which makes some- 


thing tangible is “ productive,” 


who provide recreation or other services is “ unproductive.” 
the whole process of our economy is to give consumers pleasure 


while the labour of such people as actors 


The object of 
and if 


they can find satisfaction in services, rather than material goods, their needs 


should te catered for. 


Indeed, they are being positively helpful to an 


economy in the special position of Britain; it is tetter that their purchasing 
power should te “mopped up” in paying those who provide them with 
direct service rather than in paving people to make them tangible goods. 


tor the latter require imported materials and factory equipment 


Latour 


Exchanges should by no means look askance on demands for labour to be 
employed outside factories and basic industries; employment of men in 
such a way actually reduces pressure upon the national economy 


Rov Harrod, Finan ial Times 


jos? 


London, May 24, 
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Bank in ensuring that the total plan is 


carried out 


eee ree @ rwe is eee mre te ne Ee ees eee eee 


The first part of this article, which 
appeared in Economic Digest for 
July 1952, explained how totally 
planned control of inoney and credit 
int Russia affected individual enter- 
prises. One of the key controls was 
directed towards kee ping liquidit y 
1 a minim. 





‘ Tr rniranl ar 2ntep ’ > 
STATE BANK controi ove! enterprises 
' nik n _ ’ than . 

not only at making them com- 


piete their output schedules, but 


LTS 


also at Maintaining monetary stabil- 
ty in the economy as a whole. The 
State Bank 's the bank of issue as 
vell as the « iy mmportant source 
f shori-term credit; it the only 
organisation receiving demand de- 


XOSItS; and it receives and disburse 
il budgetary funds. Its operations 
thus involve all important compo- 
ru supply, 


lents OF ine couniry s Mone) 


d its balance sheet reflects finan- 
if developments and changes in 
nancial policy. 
Phe composition of the Bank’s 
bilities ec} es in response to fis- 
l, wage. and price policies. Fiscal 
peratio hange the relative im- 
portanee Treasury funds to the 
ioial mone pply, while price and 
vage controls change the relative 
j Ot ( Ol th OC sue as COM- 
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however, is also influenced by the 
volume of Bank assets. For this 
reason an analysis of the assets and 
liabilities of the State Bank is neces- 
sary to an understanding of Soviet 
monetary policy and its relation to 
other financial developments. No 
balance sheet has been published 
since 1936, but some information is 
available concerning changes in 
some of its main items. 


The Bank's 
assets consist of gold and foreign 
exchange, Government debt (if any), 
short-term advances with a maturity 
of a few days on shipping docu- 
ments in the process of clearing, and 
loans to enterprises with maturities 
not exceeding 12 months. 

Of these items, the go!d stock 
and foreign exchange are primarily) 
influenced by domestic gold produc- 
tion and by changes in the current 
baiance of trade, neither of which 
is subiect to direct contro! by the 
State Bank. Government debt to the 
Bank may have been completely 
liquidated during the currency con- 
version of 1947; in any case avail- 
able data indicate a cash surplus in 
the Government budget since 1943. 
Phe volume of short-term advances 
is determined mainly by clearing 
payments among enterprises and. 
although Bank devotes a con- 


amount of aitention to 


State Ba 1K ASSC1S: 


ihe 


eas 
Sideraoie 


iN ! a“ sy J ‘~ 
ceeding up the clearing process. it 
nder the supervision of J. H. Furth, of 
the Federal Reserve Board's Divisior 
Bulletin, Washinet {pril 1952 
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does not appear to use these short- 
term advances as an instrument of 
monetary policy. 

State Bank control of the total 
volume of its assets is exercised 
mainly by control of loans to enter- 
prises. Control of these loans means 
not only control of inventories, 
which are to a considerable degree 
financed by loans, but also control 
of the liquidity of enterprises, as 
reflected in their deposits with the 
Bank. 

There are, however, important 
limitations to Bank control over 
loans. Since inventories normally 
increase aS output increases, the 
volume of loans could be stabilized 
under conditions of increasing out- 
put only if additions to inventories 
were financed exclusively from in- 
creases in the financial resources of 
enterprises themselves. Such a 
method of financing would, however, 
tend to reduce the dependence of the 
enterprises upon Bank loans, and 
would therefore reduce Bank con- 
trol. The Bank must therefore rely 
in part upon fiscal policy, especially 
the tax on the profits of enterprises, 
to retard the building up of the 
enterprises’ own resources. 

Data on changes in the amount 
of loans outstanding are not avail- 
able but data concerning planned in- 
creases in enterprises’ own resources 
offer indirect information about 
credit policy. Financial planning by 
the Government called for a growth 
of 14.1 billion rubles in these funds 
during 1946. In subsequent years 
the amount rose to a peak of 23.6 
billion in 1949, declining thereafter 
to 11.3 billion in 1951 and 10.7 
billion in 1952. These figures indi- 
cate neither the actual increases in 
the resources of enterprise nor the 
planned increases in Bank loans 

Complete analysis of the expan- 
sion of State Bank loans in_ this 


period would have to take into ac- 
count a bookkeeping increase in 
Bank loans outstanding in 1949 in 
connection with an inventory re- 
valuation. The authorities, instead 
of permitting enterprises to increase 
their own funds as a result of capital 
gains on inventories, ordered them 
to offset: the increase in the book 
value of inventories by writing up 
their indebtedness to the Bank. 

According to fragmentary data for 
a number of industries, however. 
the ratio of State Bank loans for 
financing current production to 
funds owned by the enterprises was 
fairly stable throughout the period. 
If this stability was planned, it 
would seem that it reflected larger 
planned expansions of loans until 
1949 and smaller planned expan- 
sions thereafter. It is not possible 
to determine the extent to which 
the expansion of Bank loans has 
actually been retarded since 1949. 

State Bank Liabilities: Bank lia- 
bilities consist primarily of notes, 
deposits of enterprises, and deposits 
of the Ministry of Finance. These 
constitute the entire money supply 
of the cuuntry with the exception oi 
coin and Treasury notes of small 
denomination. 

The Bank’s control over the com- 
position of its liabilities is limited to 
its ability to prevent cash with- 
drawals or transfer of funds from 
one deposit to another if the tran- 
sactions covered are not at prices 
or in amounts specified by the 
planning authorities. In particular. 
the Bank may prevent enterprises 
from making larger wage payments 
than are called for in the plan. This 
control. according to Soviet sources, 
is one of the most important of the 
Bank’s functions, since it serves to 
hold down personal incomes and 
hence the outflow of notes from the 


Bank. 
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Since the Soviet economy does 
not operate on the basis of a market- 
price mechanism, an unplanned in- 
crease in money incomes usually 
tends to increase the cash holdings 
of individuals. Likewise, an un- 
planned increase in Bank credit 
usually tends to increase the liquid- 
ity of enterprises. Prices and pro- 
duction in socialised enterprises do 
not react to changes in purchasing 
power because of the inflexibility of 
production plans and prices that are 
determined by administrative pro- 
cedures. 

Instead, scarcities and bottlenecks 
interfere with the achievement of 
the plan. The authorities must then 
either raise retail prices as a means 
of increasing the inflow of notes to 
the State Bank, or intensify direct 


controls, such as allocations of 
materials, rationing, and __ stricter 
regulation of individuals. The 


Soviet authorities therefore endeav- 
our to achieve “control by the 
ruble.” which aims at the avoid- 
ance of excess liquidity, primarily 
by restricting growth in note circula- 
tion and in the deposits of enter- 
prises. 

The purpose of this monetary 
measure is not to replace direct con- 
trols, which are a permanent part of 
the Soviet system, but to limit their 
sphere and at the same time to make 
them more effective. The condi- 
tions necessary for the application 
of monetary controls were created, 
according to the*Soviet authorities, 
by the currency conversion of Dec- 
ember 1947, in which old notes were 
exchanged for new at a ratio of ten 
to one, and by scaling down the 
values of savings deposits and indi- 
vidually held State bonds. Simul- 
taneously, rationing was abolished. 

Control of the note circulation is 
attempted through the “cash plan” 
prepared by the State Bank. This 





| 


plan is designed to equate the out- | 
flow of cash from the Bank in wages, | 
social services, 
administrative salaries with the in- 
flow of cash from retail trade, tax 
payments, and subscriptions to State 
bonds. 

State Bank policy has been sup- 
plemented by a wage policy that 
provides for the automatic reduction 
of piece-rates, and by the use of 
price reductions rather than wage 
increases to bring about such re- 
covery in the standard of living 
from low wartime levels as was 
consistent with over-all Soviet 
policy. Increases in aggregate indi- 
vidual income appear to have been 
little greater than increases in non- 


and Government } 





farm employment. Disposable per- 
sonal income has risen less rapidly 
than aggregate income as a result of 
increases in direct taxes and State 
borrowing from individuals. 

Increased spending by individuals 
leads to an increased inflow of notes 
to the State Bank as retail stores 
deposit their sales receipts. 


Budget Accounts: The budget 
accounts (deposits of the Ministry 
of Finance) change according to the 
Government surplus or deficit 
(actual receipts, including borrow- 
ing from the public, minus actual 
outlays). The surplus rose from 3.4 
billion rubles in 1945 to a peak of 
39.6 billion in 1948, and then de- 
clined to a low of 9.4 billion in 1950. 
For 1951 it was planned at 6.4 bil- 
lion but actually reached 28 billion 
and for 1952 it is planned at 33 
billion. 

The rise of the surplus indicates 
the extent to which the liquid funds 
of enterprises and individuals are 
being diverted into the Treasury. Re- 
duction of the liquid assets of enter- 
prises and individuals lowers their 
ability to purchase capital and con- 
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BANKING IN THI 


sumer goods, and hence reduces the 
problem of bottlenecks and scarci- 
The coordination of the sur- 
plus with Bank loan policy is an 
important aspect of the planning 
policy. Unless the Treasury surplus 
rises as rapidly as Bank loans rise, 
an increase in loans will ordinarily 
lead to the creation of excess 
liquidity. 


fies 
Lit 


During the decline in the surplus 
from 1948 to 1950, Bank policy took 
two main forms. First, it tried to 
reduce the rate of credit expansion 
by compelling enterprises to raise 
the ratio of current production to 
inventories. In 1950 output rose 5 
per cent faster than inventories, and 
in the following year 4 per cent 
faster. Since inventories are largely 
financed by Bank loans, this policy 
tended to hold down the volume of 
loans. Second, the Bank exercised 
closer supervision over wage pav- 
ments so as to limit increases in ihe 
note issue. 


Recent Developments: Since 1951 
there have been indications of in- 
creased efforts to limit the expan- 
sion of note circulation and deposits 
of enterprises. These efforts have 
involved, in addition to the continu- 
ation of the restrictions on wage 
payments and inventory growth, the 
increase in the budget surplus men- 
tioned above and a slowing down of 
price reductions. 

If retail prices are reduced, with 
no change in supplies of consumer 
goods, the flow of cash into the 
Bank from the receipts of retail 
stores will also drop. Since such a 
reduction does not affect personal 
money incomes (or the outflow of 
cash) its main effect is to increase 
the volume of notes outstanding 
The larger the price reduction. the 
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larger must be the increase in the 
physical volume of consumer goods 
production if the inflow of notes to 
the Bank is to be maintained at any 
desired level. 


Reductions in retail prices were 
announced annually on March | 
during the period 1948-51, and on 
April | 1952. They took the form 
of specified reductions—usually 10 
to 20 per cent—in the prices of par- 
ticular commodities. No index of 
retail prices is published, and the 
importance of the cuts must be 
judged on the basis of the number 
and types of goods covered in the 
reductions. During 1948-5] both 
foodstuffs and industrial goods were 
included in the reductions. In 195] 
the number of goods covered in the 
reduction was much smaller than in 
1950. and in 1952 no_ industria! 
goods prices were reduced. The 
small price reductions in 1951 and 
1952 make it possible for the Soviet 
authorities to maintain the inflow of 
notes with relatively small increases 
in the physical volume of consumer 
goods production. 


These efforts by the fiscal and 
monetary authorities to hold down 
increases in purchasing power of in- 
dividuals and enterprises, or to ab- 
sorb earlier unplanned increases, 
are readily explained by the impact 
of the Soviet investment and arma- 
ment programme, which increases 
the incomes of both enterprises and 
individuals without increasing cor- 
respondingly the physica! volume of 
goods available to consumers. The 
fragmentary character of the data 
available, however, does not permit 
a quantitative evaluation of these 
changes in policy, or an answer to 
the question whether the measures 
so far taken will be sufficient to 
assure reasonable monetary stability. 
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UNITED NATIONS REPORTS ON 





Trade and Production in the Middle East 


THE IMPROVEMENT in terms of trade, 
together with the expansion of trade 
with Germany and USSR, contri- 
buted to a reduction of the foreign 
trade deficit in most of the countries 
of the Middle East. The deficit of 
trade with hard currency countries 
also declined and even disappeared 
in a few cases. Owing to the 
composition of Middle Eastern 
export products and to the inelas- 
ticity of their production, petroleum 
excepted, this improvement in selling 
prices had no significant bearing on 
export quantities which, as a whole, 
did not increase. On the other 
hand, in spite of a tighter supply 
situation in foreign markets, im- 
ports generally rose both in value 
and in quantity, the main increases 
being those of cereals, petroleum, 
metal manufactures and capital 
equipment imports. 


* 


Upward Trend of Prices: In con- 
nection with the improvement in the 
balance of payments in the region, 
the report states that during the last 
two years there were some inflation- 
ary pressures, accentuated by local 
factors such as the rate of invest- 
ment in Israel and Turkey, the 
budgetary deficit in Iran and the 
rapidly expanding petroleum royal- 
ties received by other countries. In 
the whole region prices took an 
upward trend especially in countries 
more closely dependent on foreign 


trade, such as Egypt and Lebanon. 


At their highest, wholesale prices, as | 
compared with the average for the | 


first six months of 1950, increased 


generally from 10 to 20 per cent and | 
the cost of living rose by about 10 


per cent or less. According to 
available data, in no country of the 
region, except Egypt, did wholesale 
prices or the cost of living in 1950 
or 1951 reach the annual average of 
1948 or 1949 which marked the post- 
war peak. However, prices were 
rising at the end of 1951. 


* 


Agriculture: Agricultural produc- 
tion is growing, but at a slow pace, 
in most parts of the Middle East. 
Taking the region as a whole, out- 
put in 1950 was about equal to that 
of 1948, which had been a record 
year, and well above that of 1949, 
while a further rise was achieved 
in 1951. The cultivated area in- 
creased by almost one million hec- 
tares during 1950, mainly in Turkey, 
Iraq, Syria and Israel. 

In view of both the expanded 
acreage devoted to industrial crops 
and the continued growth in popu- 
lation, however, food supplies per 
capita have not, in general, regained 
the pre-war level. A noteworthy 
feature of the past three years has 
been the increase in cotton acreage 
and production. Preliminary esti- 
mates put the total production of 
the region in 1951 at 30 per cent 


From Summary of Recent Economic Developments in the Middle East, 
United Nations, New York (Document E/2193/ Add.3) 
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1 ne Vay ft . - ner 
closing down of the Iranian 


; ; ake oe 
ds. O: pL rose fron m lion 
1940 1 to 89 million tons in 
‘ 


ns in I 

1950 and about 98 million tons in 

1951. Exports of crude pertoleum 
1950 were 50 per cent greater 

1an in 1949, and the Middle East 


placed the Caribbean as the 
rgest exporter of crude sapere 
Economic Digest, June, p.253 


* 
Plannine: National 


ans of economic development are 
veing carried out throughout the 


Proeress of 


gion. In Iraq, the Five-Year Plan 
made an effective start in the sum- 
ner of 1951, while in both Israe! 
ind Turkey investment has been 


considerable 


investment 
industry, 


In Israel, 


vas mainly in agriculture, 


housing, transport and public works 


Turkey, transport, mining and 


public works. 


the irrigation 
- 


i 


Examples of 
luring the last 


projects executed 
two years include: 


dam of Edfina in 


gypt; some rat!road and irrigation 
orojects in Iran; the international 


planting of 
financed by 


nowevel 


urport of Khalde and the Kasmiyeh 
rrigation work in Lebanon; the 
cotton in Syria, partly 
neighbouring countries; 
ind port and ruiltoed construction 
n Saud: Arab: 

=e East as a 
overall progress is 
The speed at which development 


For the whole 


SIOW. 


plans are being carried out and 
future prospects differ greatly be- 
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Sac Sannite In most of them 
ivy Ci COUTILUICS. 1h TLIOSt O:% Hieili, 
layralanmant n , > lnure 

aeve:Opment co itinues to be slowed 
down by physical obstacles as well 

SOMES Cc pesaee, ae 
as insiltutional and social fase 


such as the ur 


in lack 


equal distribution of 

of technical skills and 
uate health conditions. The 
m hi 1d t 


COTHCeS, 
nadec 


system 


( enure prevailing over 
most of the region constitute a fur- 
ther sti to economic develop- 


ment. 


* 


rt 


{vailability of 
abilitv. of capital 
Certain countries, Turkey 
and Israel, benefited by tial 
capital imports mainly under the 
E 4ropean Recovery P 
Export Import Bank loan 
vate capital loans issued on fore 
markets. 

Oil-produc:ng countries, especially 
Iraq. and = Saudi- hese receiy 
larger amounts of foreign exchange 
since payments by the concessionary 
companies and they 
were in speed 
up their Private 
capital imports continued to be small 
and the same ho'ds true, with the 
above mentioned exceptions. for 
capital imporis through governmen- 
tal channels or international institu- 
tions. 

In 1950, the International Bank 
for Reconstruction and Development 
made a loan of 12.8 millions of dol- 
lars to Iraq and two loans of 16.4 
millions and 9 millions to Turkey. 

The sterling balances remaining 
from World War I, part of which 
may be mobilized fo ; development 
purposes, while still large for Egyp 
and the Anglo-Egyptian Sudan, have 
diminished in the case of Iraq, and 
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Heavy Cost of Light Fingers 


BY LEONARD COHEN 


THERE is One element in the costs of 
distribution which is rarely referred 
to and on which there are few pub- 
lished figures. It is a cost about 
which we, in England at least, seem 
slightly ashamed, although there is 
less reticence on the subject in the 
United States. It is a cost no less 
real than the cost of advertising, a 
cost over which the retailer has little 
power of control, and for which the 
public and the shopkeeper most 
surely pay, to the profit of a minute 
fraction of the population. I mean 
the cost of dishonestv—dishonesty 
on the part of the public in front of 
the counter and of the staff behind it. 

Gross margins are the realised 
gross margins, after the cost of dis- 
honesty and other forms of stock 
losses, due to soiling of goods, 
breakages and the like, have been 
met. The full difference between the 
cost of an article and the price at 
which the retailer hopes to sell it, is 
called the mark-on, and in an ideal 
world the mark-on and the realised 
gross margins would be the same. 
But they most certainly are not the 
same in this very imperfect world of 
OUPs. 

| have said that there are few pub- 
lished figures, but from the figures 
which I have studied of the Ameri- 
can stores, from the figures which 
we have compiled within our own 
organisation and from_ enquiries 
which I have made from other 
English stores, it is known that 
mark-downs for faulty buying, mis- 
judgment of public taste, soiling and 
the like, and the cost of dishonesty 


From fsa sts 


itself, about which I am most con- 
cerned here, amount to a very con- 
siderable figure. 


Great Unknown 


Mark-downs are the known ele- 
ment. Each reduction in price from 
the orginal price fixed and the 
reason for the reduction is recorded 
so that management can investigate 
the causes and take steps to elimi- 
nate or at least reduce them. What 
is left to be discovered by physical 
stocktaking at the end of the finan- 
cial year, is the Great Unknown, the 
Stock Shortage, the cost of dis- 
honesty. 


To me personally, this cost causes 
more concern than all the other costs 
put together. It is so incalculable, it 
varies so greatly from department to 
department and from shop to shop. 
In U.S.A., the national averages of 
stock shortages have continued at 
approximately one per cent of sales 
over the course of the last fifteen 
years, with a slightly rising tendency 
over the last five, from 1944 to 1949. 
In 1950, the national average fell 
again to just below | per cent. The 
losses are, as one would expect, 
greatest in the larger stores where 
they reached 1.5 per cent in 1949. 

Mark-on and Mark-down §$are 
much higher than in England, where, 
particularly since 1939 until the last 
few months, mark-downs have been 
kept to a low level, but I believe that 
the stock shortage rate is at least as 
high as in America. 

During the period of clothes 
rationing, retailers were given an 


of Distrthution in Department Stores,” Manchester School, May, 1952 
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lowance of coupons of 2 per cent 
losses of stock through 
damage, shoplifting and pilfering by 
staff. Without this allowance, the 
retailer would soon have found his 
coupon capital so depleted that he 
could not have continued to give ser- 
vice to his customers. The 2 per 
cent allowance, being standard. 
naturally gave a greater advantage 
to those retailers with a low rate of 
stock shortage than to those who had 
suffered from the onslaught of the 
locusts. In our own organisation we 
have had stock losses in branches 
ind departments, ranging almost 


COVeLr 


from nil to 8 per cent of the turn- 
over. From my limited knowledge 
and enquiries I should say that in 
fact in England today the cost of 
dishonesty !s nearer 2° per cent of 
sales than | per cent. 

I think it is clear from the infor- 
mation which is available, meagre 
though it is, that what I have called 
the cost of dishonesty is an import- 
ant element in the costs of retail dis- 
tribution. Whatever can be done to 
reduce it, Is an economic gain to all 
but a fraction of the community and 
a moral gain to the few dishonest 
ones amongst us. 


Britain Has One Shop for Every Seventy People 


And there are more hairdressers than greengrocers 


AS A RESULT of a survey carried 
out in May-October 1950, an 
enumeration of the number of shops 
n Britain is now first available. 
Estimates made by the Board of 
Trade and by various writers have 
been made public, but now we know 
that there were then 551,214 retail 
shops and 163,574 “service trade 
establishments ”, which means that 
for the average establishment there 
ire seventy people. 

These figures, however, refer onls 
to fixed shops. Street traders, stall- 
holders in markets, mail-order 
houses, house-to-house selling and 
casual sales-points from coalyards, 
hakehouses. etc., are excluded. 

For the whole of Britain, the top 
ten kinds of establishment were: 


Grocers and dairy shops 134.002 
Restaurants, cafes a mmo 
Women’s and Children’s 

wear 51.346 


Confectioners, tobacco 42.659 
Butchers 42,227 
Motor traders 36,703 
Hairdressers ; 36.349 
Greengrocers, fruiterers 33,613 
Boot & Shoe repairers 21,908 
Bread & flour confectioners 21.668 


division 
added to 


Notes: If a separate 
called “ Newsagents ” is 


the ‘Confectioners. tobacconists ”. 
the total here was 63,766, which 
would place this class second on the 
above order. Fishmongers and 
poulterers are rare birds: only 
9.608 of them. There were more 


sports and leather-goods shops than 
this. Smallest group (in numbers, 
not in turnover!) were “ Depart- 
ment and Variety Stores ”, of which 
there were 2.369. ‘“Men’s Wear” 
shops totalled 16.905, one-third the 
number of “Women’s and Children’s 
Wear ” shops. 


From “ Britain's Shops", Her Majesty's Stationery Office. London, July 1982, 3s. 6d 
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VnoO is ¢\merican DI1g USINESS ¢ 
— 
AN EXAMINATION of the comprehen- ties, inventories and debtors, would | 
ve data given in corporations’ an- — total $348 million. 


hah LL Veal Tf 


tual reports for 1951 sho 


uld quickly 


lispel the mystery and miusconcep- 
tons that stil exist as to who Is 
‘bie business”. Anyone interested 
can get the facts a to hoary old 
charges still “roulating about 
, dy corporate g ants” which 
ploit the workers” and are 
owned by the “ privileged few ” 
Phe Top Dozen ” of American 
5 rea follo VS 

iV O 

gaurd () C7 7 
General Motor 6s 2 

U.S. Stee! Corporation 3,14 
Standard Otl of Indiana 1.80] 
Socony-Vacuum Oil 1.792 
du Pont de Nemours 1,599 
Texas Oj] . 1,549 
Rethlehem Steel 1.542 
Gulf Oil 1.512 
Gener: il E — cE . 1.460 
Standard Oil « Calif 1.366 
Westinghouse : lectric 1.004 


The figures are of total! assets a 


« 
reported at the end of 1951. The 
table does not include the Ford 
Motor Company. who do not pub- 
lish detailed income accounts. But 


Ford’s have about $1.500 in 
Six of the top dozen are 
erns, two three engi 
Of the one hundred 


the total of assets 


oil con 


1 in 
steel. neering. 


assets. 


largest firms. 
1s $60,128 million. 


[The average sized company would 

have total assets of S601 million, of 

which Jand. plant and equipment 
ok ae, 


wou'd total $253 million, 


cash, government 


/ ror. Vo whl 


Letter, 


\ ATION 


and other 


SscCuri- 


ul City 





\verage pay-rolls of these leading 


hundred were about 42,000 people 


per company. Total assets there- 
fore represented an average invest- 
ment of $14,000 per employee. In- 


in different tndus- 


ment per man 


tres are, however, subject to wide 
ratio $50,000 per man in 
tobacco products, $40,000 per mat 
in distilling, $11,000 per man. it 
steel, for example. 
Fifty-two of the hundred largest 
tually have more share 
ho'ders than employees. The Texa 
Oil Company has 113.642. share- 
holders and only 39.747 workers 
All the Standard Oil Companies 
have between two and three times 
as many shareholders than employ- 
ees. General Motors has about 
470,000 of each. Cities Service 


Company. an oil concern with assets 
totalling $973 million, has ten times 
as many shareholders as employees 

203.402 contribute capital, 21,802 
contribute labour. 


SHTARE OWNERSHIP IN THE 
U.S. 

A Brookings Institution survey on 
share ownership itn the United States 
puts the —_ shareholders 
there at 6,500,000 people. of which 


of 


76°,, earned less than $10,000 a 
vear after taxes. Most persons 
bought stocks to make a profit and 
not for regular income purposes 


even per cent of shares are 
the 50 to 59 ace group. 
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Neu Times, July 1, 1952 


Bank of New York, June 19§2 
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For Reference INTERNATIONAI MONE TAR 1 
FUND STAFF PAPERS: Vol. i, Ne 
ems in this Section are kept for one I, particularly the following artic! 
at the offices of Economic Digest. Contribution of the 1949 Devaluaticr 
vould are available to members of the to the Solution of Europe’s Dollar Prob 
nomic Research Council and readers lem, by J. J. Polak An epitaph 
irrangement. Please write, citing Septemter 1949: the recovery of export 
ading reference number of items given in to the U.S.A. after the devalua 
eople | ts, to I8 South Street, London, “should te attributed in large par 
here- or telephone GROsvenor 4581. the recovery in the [ S. economy rathe 
than to the devaluations 
1vest 


a | The Role of the Banking Syster 
on : he Chilean Inflation hy j 
| REARMAMENT: The Impact of Re- ‘he Chilean Inflation, by D. L. Grov 





ndus- ‘ tainc Gne deccrintion of Kan! 
| irmament on Western Countries. Public Contains a fine d ahd sentiviinae 
wide Finance. The Hague. Vol. VII. No. 1/2 an under-developed countr 
" 1? ee ta nies he oy , ; . 
} I 129). Ten articles (in Frenct or Eng INTERNATIONAL MONETARY 
bh th cum wry > » a ane - 
mal sh with summaries in the opposite FUND STAFF PAPERS: Vol. II. No. ? 
nit inguage) on the impact of rearmament narticularlv the following articles 
n the U.S.A., Britain, France, Ital; ! ; ; 
Germany, Belgium, Holland, Sweden and Recent De velopments in the U.S 
irgest Denmark, written by experts. An ex- Balance of Payments. by Zassenhaus a 
hare ‘rpt from a summing-up by Professor Dirks. 
rexa ticr will be found in this issue. Effects of a Devaluation eo: [rade 
Mis , ; Baw Balance. by S. S. Alexander. E> 
hare a’s Balance of Payments ~*ig “a ae 
eee . Reserve Bank of India [Ne alternatives to Gevaluaty 
i Bulletin, Bombay, May 1952 (130). With ‘ght of the “ weitare value 
anies ymprehensive tables The Modern Colonial Stevting | 
' > 2 2 . ‘ " _ tandard } 4 t n ae 
umes ITALY: The Italian Economy. The Change Stai apjgpatiee Bol H. Shaan 
ploy- fimes, London, June 18, 1952 (131). Survey of the currency systems ¢ 
bout Compared with France, Italy’s economy — ‘ hyp MSS. & SORE a0 Caer 
ae tace tas been almost a model of good hus ing each Colony individuaily ppene 
TVICE mnie.” is an interesting reprint of the resulation 
issets of the British Caribbean Territori 


FOOD IN EUROPE: Comparability o rency Board 138) 


times Food Production and Consumption in 





OVEes Europe, by W. Klatt. Economia Inter FILMS: Siatistics of the Film Indu 
1.802 izionale, Genoa. May 1952 (132). (In Board of Trade Journal. London, Jur 


English.) An article full of sources on 14. 1957 (139) 

the subject of food, with tables of esti- el ‘ : 

nates by various authorities a tag he as Air oe - a} tn lus 
- VENEZUELA: Vauak Uses 2a aa 
American Embassy, Washington. May ini ai 

1952 (133). A complete economic review FARMING: The Costs of Agricultural 


-Y on ; . Production Review of Fconem Pr 
& OB. Worl surces and Supplie = ye Chat a. Rae 
state BALI orld Sources and Supplies hatte Yah a, Me. | 


, tress, Brisbane, 
The Times Review of Industry. Lordon. 77° 


( “11 €S} ft th ney + 
Ider Julv 1952 (134). (141) | irst issuc nc OW 
hich : : Colin Clark 
vic HOLLAND: Economic Conditions in pial , : 
DO <a the Netherlands. Quarterly Review SOUND AND VISION : Phe Radto and 
sons Amsterdamsche Bank. No. 95, 1952 Television Industrv: A Post-War Surve 
ees 35 Engl by J.H. Dunning. Three Banks R 
and 135). (In English.) Full report on in y unn pa ae XS RCN 
nus lustry, commerce and banking with London. June 1952 (142) 
OSes lace - i ic m - 7 1 
- select statistics. COTTON: Cotton Faces the Future 
S ak UNITED NATIONS: Economic Putl Anglo-American Council on Proc {" 
ations of the U.N. issued during 1951 London, June 1952 (143). Effects of th 
136) Complete list under subject- Spinning and Doubling Teams’ reports 
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New Books Reviewed 





Librairie 


This is the third of the series of “Bilans 
de la Connaissance Economique”; the 
second, “L’objet de l’Economie Poli- 
tique,”” was reviewed in Economic Digest 
for March, 1952. The value of this 
series of studies on economic knowledge 
is enhanced by the thorough biblio- 
graphies with which each volume is 
furnished, written in such a way as to 
give a digest of the important writings 
on each subject. The object of this 
series is to draw up a balance sheet of 
the various sectors of economies, in the 
light of political and social conditions 
ruling. The obvious defect of such an 
attempt is that the changes in_institu- 
tions must eventually invalidate such a 
balance sheet. just as inflation or defla- 
tion warps the accountant’s historical- 
cost balance sheet. The writers of each 


Les Salaires, by Robert Mossé, 


The Rent dD. i 


Problem, hy 


Fabian Pui 


like its brothers, car- 
that the opinions ex- 


This pamphlet, 
ries the warning 


pressed are not those of the Fabian 
Society but those of the writer. But the 
rare discriminating reader may not re- 


mber this, and take the opinions as 
yming from some Olympian heights 
in the minds of many people even 
ihe Fabians have their being. We 
would wish that the warning were re- 
printed en every particularly in 
this pamphlet on rents. For the 
opinions are very suspect indeed. 
‘Rents are rescapably political.” 
savs the writer very early in his analysis 
of the problem. Which has a forebod 
ing sound. Even more to be deplored 
number of assumptions which the 
writer makes at the very 


y beginning; 
(1) that the major 


itv of houses 
should be available to rent, and 


that 
owner-occupation is not 


where, 


nage 


are a 
tnese 


desired by tho 
great majority of the working population, 
>) management of house property does 
not require any particular initiative or 


involve great risks, (3) new comprehen, 


sive town planning does not allow scope 
for the parceliing out of small plots of 
land in large towns. Assumptions are 
il] very well; thev are unavoidable tn 
conomic or social analysis. But when 

umptions of this nature are made, 
they strike at the very roots of the prob- 


Marcel Riviere et Cie, Paris, 


Munby, 
hlications (Victor Gollancz), 





1952 


, 950 fr 


volume have managed to avoid this pit- 
fall by never losing sight of the universal 
elements of analysis, however, and we 
recommend the series to students as an 
example of what painstaking research 
can do. 


This volume on wages points out that 
‘the problem of wages is not simply an 
economic one of the formation of the 
price of the commodity called ‘ work.’ It 
is a personal, social and political subject, 
very inflammable and even explosive, 
still little studied and badly studied be- 
cause of the taboos that have surrounded 
it.” Tables are given of relative wages 
in France, Italy, U.K. and U.S.A., the 


latest figures being those of 1950. The 
French figures reflect the important 


effects of the social security system. 
Fabian Research Series No. 151. 
London, \s. 


lem, and far from simplifying the prob 
lem, they leave nothing to be argued. 
What is more, the assumptions are 
interlarded with statements which show 
that the nature of the problem has not 
been grasped at all. Take assumption 
(1) about the “desirability” of house- 
ownership; this is a masterpiece of 
tendencious writing. Why not. say, 
first, that the majority of the working 
class cannot own their own houses, not 
under the present controlled dispensa- 
tion? And why leave out the more im- 
portant consideration, namely that it may 
be desirable from the point of view of 
society as a whole that more people 
should be encouraged to own their own 
houses? The assumption, as stated. is 
a vitiating one. 
Assumption (2) is 
there is added as a 
landlords have not uniformly in fact 
shown great care in the management of 
their houses”. No mention is made of 
tne fact that it is one of the basic prob- 
lems of rent control that landlords are 
discouraged from showing great care 
Further. the assumption that ‘* manage- 
ment of house property does not require 
any particular initiative” is a great deal 
to have to swallow: on the contrary. it 


even worse, since 


rider that “ private 


is such false impressions that have led 
to the very 


derelictions that are now 
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NEW 


it. a 
nuch ditficulty reach a higher 
rd” of house management, the 
writer adds. “ Without much difficuity ”, 
assume, refers to the subsidies 
granted frcm the rate and the state. No 
ntreprencur or landlord would find 
cho difficulty it reaching: high 
standards of management with an ap- 
irently bottomless purse to draw on. 
Finally, one of the writer’s objections 
to a return to free rents is that “the 
enefit of higher rents would represent 


ocal authorities can with- 


to those owning property a_ windfall 
gain.” Two remarkable omissions are 
ie here: first, any gain can be called 
windfall gain if it is gained by some- 
one you don’t like; second, since some 
property owners receiving controlled 


its are actually getting negative returns 


) 
Socialism 


Lincolns-Prager 


Six years of office followed by defeat 
the polls have convinced all sections 
the Labour Party that it is time to 
think. This little book is the result of 
hinking about principles of a group 
therto associated in the production ot 
the monthly Socialist Commentary It 
always seemed to us that the special 
erit of Socialist Commentary is that it 
run by capable people who square up 
experience and look at it honestly 
essay has the characteristic. 
nd it has been given political import- 
ince by the circumstance that M1 
Clement Attlee has identified h 
th its line of thought 
The group clears 
isto. For instance 
“The difficulty with which socialists 
contend today is that their programmes 
heir ways of thought, their very lan- 
ruage, have all grown out of the dis- 
ntents of the past, and were designed 
to meet the injustices of a past age.” 
*The effects of ! 


institutional change 
ive their limits, and have 


Same 


the ground with 


socialists 


Pricing and Equilibrium, by Erich Schne 

This is a patnstaking analysis of private 
planning. It is an economic text-book. 
but it begins from a different standpoint 
from that of most text-books. Instead of 
starting with dry definitions and descrip- 
tions, it takes a broad view of a house 
hold. and on the basis of preference and 
indifference sketches a typical economic 
plan for that household. The took has 
1 particular value in that it can be read 


ider, 
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itte r tax, repa mY ind Vpenses are Ce- 
ducted. should not these be called with 
justice windfall losses ” since tne 
owners cuinnot have foreseen them? A 
pc litical philosophy that accepts losses 


‘for others, of se) but will not allow 


COUT 


profits is, im every sense, a bankrupt 
philosophy 

Other eco rem i und n 
text. We quote oni now, OCe 
only a few lin apart: “ There is 
need to alloy rents to ise te 
current cost n order to stimulate t 
production of houses.” Ther CC! 
ho reason in equily WHY peopie wi \ 
inc centres should pay high rents 
less it ts desired to prevent tl ith 
tnere 


4 New Statement of Principle ». Presented by Socialist Uni 


Ese... London, 35. 


sometimes erred in ignoring them. Tox 
much emphasis has been placed on forms 
of organisation and 


Ing, ittitude of 


too little on chang 


directly, the peopl< 
“ The state can achieve no more than 
establish minimum © standard of be 
haviour, unless it indulges in intolerable 
coercion.” 


And this 


come str tight 


oddment 
out of 
verbs or Ecclesiastes 
An empty wretched pos 
session. but a full one can go with an 
empty life.” 
The restatemen 
of ideals and principles. Eut it 


, 
move 


1 
have 


Pro- 


which might 


the Book of 


belly IS a 


essa\ Ss essentiallh t 
does not 
in Cloud-Cuckooland It faces 
Britain’s problem of economic survival, 
and world’s problems of the unde: 
developed countries and the menace of! 
war. Perhaps Socialist Union is destined 
to perform for the Labour movement of 
the future the kind of function that wa 
performed in the past bv the Fabiar 
Society. 


hia 
tne 


Wm. Hodge & Co. Ltd., London, 25 
by one who has no mathematics, and 
may be used by the same person as an 


introduction to the symtolic representa 
tion of economic functions It is tru 
there are a few “ jargonic” phrases th: 
have to be read carefully with the con- 
text. but the translator ‘T. W. Hutchin 
son) carries what are obscure 
conceptions to a 

clusion. The 


t 


sometimes 
successful Fnelish con 


analysis of a household’ 





followed by analyses of firms’ of considerable help in explaining the 
iccording to Whether the firms are tougher points of dynamic theory. We 
n conditions of monepoly, oligopoly or strongly recommend this book for stu- 
polypoly. The diagrams have a very dents at an advanced level 

pleasant “ Robinsonian ” quality, and are 
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dusiries and Economic Development in Scotland. by A. K. CAIRNCROSS and 
R. L. Meter, Three Banks Review, June 1952. A criticism of Britain’s ‘* develop- 
ment area” policy: “It has become common form to assume that if an area 
is suffering from persistent unemployment, the Government should at once 
swing a great pepper-pot of new enterprise over it and let jobs descend in a 
fructifying shower * But who is really handling the pepper-pot? The 
article concludes with an industry-by-industry survey of development in Scotland 
The Size of the Factory, by Prof. J. Jewkes, Economic Journal, London, June 1952 
Written in the author’s brilliant style, this short article proves that there is no 
‘inescapable technical law” which leads to great concentrations in industry 
ndeed, industry is still broken up into small units, giving an enormous range 
experience and experiment in different types of production—a trend which 
the author, naturally, wishes to see fostered. 
fhe Share of Wages in National Income. by E. H. PHELPS BRowN and P. E. Hart 
Feonomic Journal, London, June 19582. Includes a table which sets out the 
ictor distribution (rent, salaries. wages. profits) of the U.K. National Income 
rom 1870 to 1950, an invaluable source. Wages today are about the same 
proportion of the National Income as they ever were—40 per cent. 
Index Numbers of the Real Product of the United Kingdom, by C. F. CARTER 
Tournal of the Royal Statistical Society, London, Series A, Vol. CXV, Part | 
1952 S tentative estimate of the real product of the U.K., 1946-1950. Signi 
ficant figures are: 1946, 93.7; 1947, 95.0: 1948. 100; 1949, 104.7; 1950, 108.3 
iat ‘ciuring indexe lone are: 1946. 87.3: 1947. 91.0; 1948, 100; 1949, 107.0; 
1980, 114.7 
ssons of the Crisis of the European Payments Union, by G. F. MaALaGop! 
Acinic Ke February 1952. (in Italian.) Although written before the 
decisions which sites ed the shape of the E.P.U., this article is still valid. 
Rewards of Practice. Economist, London, June 14. 1952. Discussion of the methods 
| tors under the British ‘Health Scheme. and a comparison between 
he old and the new capitation fees. 
lation and Credit Control in a Continuous Rearmament Economy, by V. SELAN 
Tae Rom ary 1952. The « gucnees of trying a on 


down in western Europe as the rearmament programmes reach their “ plateau ” 


vada’s New Hor zens. Economist, London, July 5, 1952. The story of gigantic 
xpansion. where only one factor of expansion is lacking- -latour. 
Hats OF, Economist, London, June 28. 1952. A nostalgic survey of the femal! 
nillinery wade: women are wearing fewer hats. but there is still a “ mintmun 
vital 


Progress of the Snowy River Scheme. The Times Review of Industry, London, Jul 
1952. Some 24 million acre/feet of water will be impounded for hydro-elect: 
power in this scheme in Australia. Australians consume 2.6 KW. each at present 
against 7 KW. in the U.S.A. Scheme when completed will save £9 million 
year in coal. 

The Justice of Equal Pay, Socialist Commentary, London, July 1952. The wife of 
a teacher goes into details of the claim for wo men’s equality in pay. The rate 
for the job is all very well, she says. but it “ must be coupled with an adequate 

stem of dependent’s allowances.’ 

Fra of Big Pipelines, Petroleum Press Service, London, July 1952. Appraisal of the 
trend towards larger and larger diameters in pipelines to carry oil and natural 
gas. Capacity aries as the nearer of diameter, and pumping costs are lower 
vith the “ big nch ° pipes going up to thirty inches inside measurement, 





| 








g the 
Wi 


r. Str 
ECONOMIC RESEARCH COUNCIL 
President 

S ar Sir John Mactaggart, Bart 
velop- Chairman 

es lan A. Mactazzart, Esq 

once |} 

in e-Presidents 


The Dr. Wilfrid Hill (Founder and Past President 
° j 
land. } Sir Richard Gregory, Bart., F.R.S. Sir Richard Paget, Bart 


1952 
fe no Honorary Secretary: Lady Rhys-Williams, D.B.E 


ustry * rs * 
rang 
whict { ription { 


HART , 
it the recognised by the Treasury as a non-profitmaking research and 
com | ‘ducation organisation in the field of Economics and Monetar\ 
same Pra 


.RTER 
art | 
Signi 
108.3 


Q) 


GOD! 
} SUBSCRIPTION FORM 


thod 


tweer Please enter me as a subscriber to ECONOMIC DIGEST for 


. . he heomnin \ 1 The ney 1 
yELAN ' \ it ' l 
’ 

] > >! ’ lt 
4 $s ( remittance for 4 r) »9V6e WO » me floater 
eau ‘ . | l | C | ! 


pantic | F ne 


ema! 


Imun hKUTeSS 


Jil ' 


esent 


10On % Ihe Editors, L_LK 


ife of 18 South Street z 
e rat London. W 
quate 


of the 
atural 
lower 














INSURANCE BUSINESS OF 
EVERY KIND TRANSACTED 


ATLAS ASSURANCE 


COMPANY Fath AN LIMITED 


FOR YOUR SECURITY 
“Let ATLAS carry the burden’ 


THE COMPANY ALSO ACTS 
AS EXECUTOR & TRUSTEE 


HEAD OFFICE: 92, CHEAPSIDE, LONDON, €£.C.2 














